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R.J.Reynolds,Indust'ries, Inc.v 
Principal Products arid Services. 


R.J.Reynolds 
Tobacco Company 


CIGARETTES 


Winston 
Win'slon IDO's.- 
Winston Menthol 100's 
Winston Lights, 

Winston Lighl.fOO’s" , 
Salem 
Salem 100 s 
Salem Cights ' - „■ 

Salem Light 100 s 
Camel , 

Camel Filters - 
Camel Lights ■ . L 
Vantage . ' , 1 . 

Vantage Me'nthoi 
Vantagc.lOO's - 
More ' _ 

More Menthol 
NOW 

NOW Menthoi 1 ■ 

Real ' ’ ", 

Real Menthol - ' 
Doral 

Doral Menthol 
Doral II 

Doral II Menthol 


LITTLE CIGARS 
Winchester- 


SMOKING TOBACCO 


.Prince Albert 
Carter Hall 
George Washington 
Madeira 
Apple 

Our Advertiser 
T op . 


PLUG CHEWING 
TOBACCO 


Days Work . 

Brown's Mule 
App'o Sun Cured 
Reynolds/ Natural Leal 


POUCH JsHEWING 
TOBACCO- 


R.J.Reynolds > 

Tobacco International 


CIGARETTES.' 


GERMANY' 
Camel Filter / 
Royno 
Ovcrstoltz 


HOLLAND n 
Camel 
Camel Filter 


'FRANCE' 
Winston 
Camel Filter 


SPAIN 

Winston 


SWITZERLAND, 
Camel Filter 


MIDDLE EAST 
and AFRICA 
Winston 


CANADA 
Export 'A' 
Vantage , 


BRAZIL' 

Chancellor 

LS 

Vila Rica 
River •' 
Mustang 


HONG KONG 
Winston ■ ‘ 


MALAYSIA 
Winston' 
Chmel Filler 


AUSTRALIA ' 
Camel 
Camel Filter 


PUERTO RICO’ 
CARIBBEAN: 
Winston 
Salem. 


H J.Reynolds tobacco,. 
-International markets - 
numerous other 
brands in more than 
140 countries 


Sea-Land Service 


INTERNATIONAL' 
SERVICES * 


North America 
North Eur.ope . 
Mediterranean 
Mid’dle'East, , 
Near East ... 
Far East . 
Caribbean 
Central America- 


Aminoil USA 


FLEET; 

8SL-7s/.1,096 ”' - 

containers'' 

■ 12 D-9s/839 containers 
(onorder)- . . 

4 SL-18s/733 containers 
6 C4Js/660 containers. 

, 4 D-6s/595 containers 
, 6 C4Xs/360-containers 
20 others 


EQUIPMENT 


35- and 40-foot- 
conlainers 
‘ Temperature-con- 
trqlled/insulatcd- 
■ ventilated . 

Dry cargo (high-cube) 
Liquid bulk 
Flatbed 
- Open-top 
Trucktaigors 
Cartainers ■ 

Sea Bulk 
Company-owned 
chassis 


-SI-IORESIDE SERVICES 

Exclusive terminals 
High-speed cranes 
LcsS-than-truckload 
’■ handling 


PETROLEUM- 
Crude Oil 
.' Exploration 
- Production ' 
. Marketing 
Natural Gris:. 

' Exploration 
-Production’ 

' Processing 
Marketing , 


GEOTHERMAL - 


Development 


RJR Foods-- 


HAWAIIAN PUNCH 
Ready-to-drmk 
Frozen concentrate 
Shell co'nccntrate 
Presweetened drink 
mix 

Unsweetened drink 
mix ' . - 


RJR Archer 


MILK MATE 
. chocolate-flavored' 
syrup 

CHUNKING ’. 
Oriental lood 


Divjder-Pak dinners 
Stir-fry dinners. - ' ; 

Frozen egg rolls 1 
Frozen entrees - - • - 
Frozen dinners. 

Fried rice ’: ’ ■ 
Bean sprouts 
Bamboo shoots 
Water chestnuts 
ChoWmom hoodies 
Chow mein vegetables 
Soy sauce 

Sweet and sour sauce • 
Chincsfi mustard 


PATIO Mexican frozen 
food- - 


Tortillas 
Enchiladas 
Beef tacos. 
Dinners 
Entrees 


-VERMONT MAID syrups 
BRER RABBIT 

Molasses. 

Syrups 

MY^J'FINE puddings 
COLLEGE INN 


Broth 

Chicken a la King 
-Egg noodles & chicken 
DAVIS baking powder- 
CORONATION ' 
(Canada) 

Pickles 
Olives 
Cherries - 
Relishes ■ 

•SWING (Canada) 

Fruit drink crystals' 


Packaging, 
materials 1 
Paperboard' ' 
cartons-' 

.Florist foil 
Cigarette 
Upping 

Labels - .« 

Point-of-sale' „ 
materials , .. ■ 

Business forms 
Stretch and shrink 
films for wrapping 
' meats and prodiic 
Packaging film for, 

■ non-food items 
Specialty aluminum 
products 
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Highlights 


R.J.Reynolds Industries, Inc. 

(Dollars in Millions Except Per Share Statistics) 

1978 

1977 

Change 

For the year ended December 31 

Net sales and revenues... 

$6,622.1 

$6,363.1 

+ 4.1% 

Net earnings .. 

441.9 

423.5 

+ 4.3% 

Nonrecurring gain included in net 
earnings. 

_ 

55.1 


Net earnings per fully diluted 
common share... 

8.58 

8.20 

+ 4.6% 

Nonrecurring gain included in net 
earnings per fully diluted common share... 

_ 

1.07 


Dividends per common share. 

3.5772 

3.3372 

+ 7.2% 

Net earnings as a percentage of 
net sales and revenues. 

6.7% 

6.7% 


Return on average total capital. 

14.3% 

14.7% 


Return on average common 
stockholders’ equity.... 

17.5% 

18.8% 


Capital expenditures.. 

$ 383.4 

$ 284.6 

+34.7% 

At year-end 

Working capital. 

$1,338.4 

$1,179.6 

+13.5% 

Book value per common share. 

54.12 

48.97 

+10.5% 

Number of stockholders. 

111,580 

113,827 

- 2.0% 

Number of employees. 

37,346 

36,705 

+ 1.7% 
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In the board room at RJR World 
Headquarters, Colin Stokes (left), 
chairman, and J. Paul Stlcht, 
president and chief executive 
officer, reflect on Stokes' 44 years 
with R.J. Reynolds — and on the 
corporation's record 1978 results. 
Stokes has announced his retire¬ 
ment for 1979. 


“. . . Net earnings and 
earnings per share both 
rose 12 percent over 1977 
when the prior year data are 
adjusted to exclude effects 
of a transportation strike 
and a nonrecurring gain 
related to the nationaliza¬ 
tion of our Kuwait petrole¬ 
um operations in 1977. The 
nationalization of the 
Kuwait operations resulted 
in a 1977 fourth quarter 
nonrecurring gain of $1.07 
per share. This occurred 
because some $55 million 
had been set aside in an¬ 
ticipation of increased 
assessments by the Kuwait 
government. The combined 
effect of the nonrecurring 
gain and an estimated 50 
cents per share loss due to 
a longshoremen’s strike in 
the fourth quarter of 1977 
was to increase 1977 fourth 
quarter earnings per share 
approximately 57 cents. Per 
share earnings over the 
past five years have 
increased at an annual 
compounded rate of 11.5 
percent, maintaining our 
trend in earnings growth.” 
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Report from the President and the Chairman 


1978 was a year of continued growth and progress 
at R.J. Reynolds Industries. Sales and earnings set 
records while substantial investments were made to 
expand profitable business lines and achieve further 
diversification. 

We are extremely gratified to report the ac¬ 
complishment of a major step in the company's 
further diversification with the successful conclusion 
of a merger with the Del Monte Corporation. We 
concentrated our search for acquisition candidates in 
the foods industry because it is an industry that is vital 
around the world and one which we feel offers 
significant long-term growth prospects. 

We offered about $619 million in cash and new RJR 
preferred stock to accomplish the merger with Del 
Monte, one of the world’s largest processors of fruits 
and vegetables. Agreement was reached and ap¬ 
proved by the boards of directors of both firms in 
November, and the merger was approved 
overwhelmingly by Del Monte shareholders February 
1,1979. Del Monte will retain its name and continue to 
operate from its San Francisco headquarters. 

Net earnings and earnings per share both rose 12 
percent over 1977 when the prior year data are ad¬ 
justed to exclude effects of a transportation strike and 
a nonrecurring gain related to the nationalization of 
our Kuwait petroleum operations in 1977. The 
nationalization of the Kuwait operations resulted in a 
1977 fourth quarter nonrecurring gain of $1.07 per 
share. This occurred because some $55 million had 
been set aside in anticipation of increased 
assessments by the Kuwait government. The com¬ 
bined effect of the nonrecurring gain and an estimated 
50 cents per share loss due to a longshoremen’s 
strike in the fourth quarter of 1977 was to increase 
1977 fourth quarter earnings per share approximately 
57 cents. Per share earnings over the past five years 
have increased at an annual compounded rate of 11.5 
percent, maintaining our trend in earnings growth. 

Sales in 1978 increased to a record $6.6 billion and 


net earnings were $441.9 million, also a new high. 

Dollar sales and revenues improved in all of the 
company’s lines of business, except energy, with 
gains in domestic and international tobacco, shipping, 
foods and packaging. Emphasis on domestic energy 
exploration and production, coupled with more 
favorable price rulings, improved energy earnings 
performance, although sales declined because of the 
1977 nationalization of our Kuwait oil business. 

In the fiscal year ended May 1978, Del Monte 
reported net earnings of $51.4 million and sales and 
revenues of $1.58 billion. The addition of Del Monte to 
the RJR family gives the company a significant 
position in the U.S. and international foods business 
and strengthens the company’s overall position as a 
premier producer and marketer of consumer 
packaged goods. 

Del Monte, with 43,000 regular employees and 
operations in more than 65 countries, has made a 
dramatic transition from essentially a U.S. canning 
company to a diversified international foods company. 
The strengths of RJR and Del Monte form a solid base 
from which to initiate moves into new growth areas. 

At its October meeting, the RJR Board of Directors 
voted to increase the quarterly Common Stock 
dividend to 95 cents per share, an increase of 7.5 
cents over the amount paid in each of the previous 
four quarters, bringing 1978 dividend payments to 
$3,575 per share. The corporation’s per share 
dividend payment has increased each year for the 
past 25 years, except 1971, when dividend increases 
were prohibited by federal economic guidelines. Last 
year marked 79 consecutive years of dividend 
payments. 

Last February we revised our Dividend Reinvest¬ 
ment Plan to make it cost-free to participants. Since 
tnen, the amount of dividends being reinvested has 
doubled each quarter. The number of shareholders 
belonging to the plan also has more than doubled and 
now exceeds 7,800. We are gratified by this response 
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from the shareholders. 

Capital investment for future growth characterized 
many of the actions of management in 1978. In 
November the company awarded contracts worth 
$580 million to build 12 high-technology con- 
tainerships, associated equipment and terminal 
facilities to further modernize the Sea-Land fleet. The 
ships, to be built in Japan and Korea, constitute the 
largest single order in postwar U.S. shipping history, 
and will permit Sea-Land to retire aging vessels and to 
participate in anticipated growth both in existing 
trades and along new routes. 

Energy investment continued to hold a high priority 
in 1978 with $175 million spent for energy exploration 
and development, primarily in the United States. In 
addition the company has targeted $530 million 
during the next three years to expand domestic 
reserves of oil and gas to replace reserves lost 
through nationalization of assets overseas. 

Capital investments in tobacco and packaging were 
highlighted in August by the unveiling of plans for a 
$35 million expansion of research and development 
facilities designed to maintain and extend company 
leadership in tobacco technology, cigarette manufac¬ 
turing and packaging materials, 

In May, RJR took a major step to further consolidate 
our Winston-Salem, North Carolina, offices by break¬ 
ing ground for a 580,000-square-foot, 16-story office 
tower in downtown Winston-Salem. When completed 
in 1980, the $34 million facility will combine with the 
historic Reynolds Building to form Reynolds Plaza. 

The company benefited during the year from the 
election of two distinguished business leaders to the 
Board of Directors. Ronald H. Grierson, director of The 
General Electric Company Ltd. of Great Britain, was 
elected to the Board of Directors at the Annual 
Meeting. Mr. Grierson, former director general for 
industrial affairs of the European Economic Com¬ 
munity, retained his membership on the corporation’s 
International Advisory Board. 

Richard G. Landis, chairman, president and chief 
executive officer of Del Monte Corporation, was 
elected to the Board of Directors on February 15, 

1979. This brings Board strength to 19. 

Walter L. Lingle, Jr. joined the International Advisory 
Board in 1978 after seven years of outstanding 
service as an RJR director. 

(The Board of Directors elected President J. Paul 
Sticht as chief executive officer after the Annual 
Meeting of shareholders, and added the responsibili¬ 
ties of chairman of the Executive Committee to Colin 
Stokes’ duties as chairman of the Board. Mr. Stokes 
announced that he will retire in 1979 after nearly 44 
years of service to R.J. Reynolds.) 

We added significantly to the strength of operating 
company management during 1978 with the appoint¬ 


ment of Edward A. Horrigan, Jr. as chairman and chief 
executive officer of R.J. Reynolds Tobacco Inter¬ 
national, the advancement of George E. Trimble to 
president and chief executive officer of Aminoil USA 
and the appointment of Robert D. Kroll as president 
and chief operating officer of RJR Foods. 

Capital investment, business expansion, diver¬ 
sification, improved research and development 
capability, better physical facilities, strengthened 
management. . . all helped position Reynolds 
Industries during 1978 for strong current performance 
as well as future growth. 

We are pleased to tell you that the company’s 
differences with the Securities and Exchange Com¬ 
mission over review of the company's 1976 voluntary 
self-investigation and general disclosure have been 
resolved. An independent third party reviewer, Pasco 
M. Bowman II, dean-designate of the University of 
Missouri-Kansas City Law School, concluded in his 
report to the SEC (filed January 1979) that the 
methods and procedures used by the company in its 
self-investigation were thorough and complete and 
that the voluntary disclosures made by the company 
were adequate. This objective vindication and 
successful resolution of our efforts, though expected, 
was welcome. 

Increased public interest in the cost of government 
is a most encouraging development. We took steps 
last year to measure the impact of government 
regulation on our own business operations. Our study, 
conducted during 1978, showed that 1977 earnings 
had been penalized about 20 cents per share by ' 
expenditures related solely to compliance. We have 
taken steps this year to tell our shareholders about our 
study and about the scope of these costs in a special 
section of this report beginning on page 60. 

The corporation’s many investments in the future 
during an achievement-filled year speak well of the 
confidence your management has that the years and 
decades ahead will be even more successful. We will 
continue to work diligently to honor the important trust 
our fellow shareholders have placed with us. 

Finally, our review of 1978 would not be complete 
without acknowledging the splendid performance of 
our company’s most important assets — our 
employees. Our pride in their outstanding accom¬ 
plishments and hard work continues to justify our 
confidence in the future. 


Respectfully submitted for the Board of Directors, 



J. Paul Sticht 

President and Colin Stokes 

Chief Executive Officer Chairman 


February 15,1979 
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Executive 
Vice Presidents 



The executive vice presidents of R.J. 
Reynolds Industries are Michael R. 
McEvoy (top), who has responsibility for 
transportation; Joseph F. Abely, Jr. (left 
center), chief financial officer; J. Tylee 
Wilson (right center), domestic and 
international tobacco; James R. 

Peterson (bottom right), RJR Foods, 

R J R Archer; and J. Dwayne T ay lor, 
energy (bottom left). 

Along with Chairman of the Board 
Colin Stokes and President and Chief 
Executive Officer J. Paul Sticht, the 
executive vice presidents make up 
RJR's management committee, a group 
formed in 1976 to manage Reynolds 
Industries’ total business by looking 
across industry lines to determine the 
corporate strategy that will produce the 
optimum long-term benefit to 
shareholders. 

The management committee ensures 
the broadest possible input to the 
strategic decision-making process. 
Strategy is directed from corporate 
headquarters, while operating decisions 
are made at the subsidiary level. 
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Domestic 

Tobacco 


When Richard Joshua Reynolds 
established the company in 1875, he 
set a standard of quality that continues, 

104 years later, to affirm that RJR 
stands for the finest tobacco products 
in the world. 

The mid-year announcement that 
R.J. Reynolds Tobacco Company will 
figure prominently in a $35.2 million 
corporate-wide program to expand and 
modernize RJR’s research and devel¬ 
opment facilities showed the com¬ 
pany’s commitment to continuing this 
tradition of industry leadership. 

RJR tobacco researchers already 
have an impressive list of milestones: 
the first modern blended cigarette, 
Camel; the first nationally popular filter 
cigarette, Winston; the first filter-tipped 
menthol cigarette, Salem; and the 
leading low "tar" cigarette, Vantage. All 
four of these pioneer brands remained 
in the Top 10 during 1978. 

The company has recorded 
numerous technical achievements 
which have made it possible to respond 
to consumer demand by reducing the 
"tar" and nicotine content of R.J. 
Reynolds’ cigarettes, while retaining 
satisfying flavor. 

Reynolds Tobacco also produces the 
nation's leading smoking and plug 
chewing tobaccos, as well as the 
largest-selling little cigar. 

At RJR progress will continue to be 
based on anticipating and meeting 
consumer desires for innovative new 
products while maintaining satisfying 
quality in existing brands. 


6 



In agricultural research, the laboratory is 
often as big as the outdoors. Long known 
for the quality of its own research, 
Reynolds Tobacco also sponsors many 
scientific projects at land grant 
universities. 
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Solid positioning of growth brands 
produced record sales and earnings 


The successful national introduction 
of Camel Lights in i 978, and the 
continued strong performances by line 
extensions of the company’s bellwether 
brands, highlighted a year in which R.J. 
Reynolds Tobacco Company achieved 
record sales and earnings and main¬ 
tained its industry leadership in a 
competitive environment. 

Sales and revenues of $2.94 billion 
exceeded those of 1977 by $185.4 
million, or 6.7 percent. Earnings from 
operations in 1978 increased 7.5 per¬ 
cent, to $651.4 million from $605.8 
million in 1977. 

Solid positioning of RJR brands in the 
industry's growth categories is in¬ 
creasingly important due to intense 
competition and forecasts of relatively 
flat overall cigarette sales. In 1978 
Reynolds Tobacco bolstered its sales in 
the two top cigarette growth segments 
and held its leadership in total sales. 

Reynolds Tobacco in¬ 
creased its low "tar" share 
of market in 1978. 

The company continued as the front¬ 
runner in low "tar" products, the number 
one growth area, recording a unit 
volume increase of over 25 percent, or 


13.7 billion units. Unit volume in the 
100mm-120mm category, which ranks 
second to low “tar" in growth, increased 
9 percent. 

During 1978 Reynolds T obacco 
increased its low "tar" share-of-market 
leadership position. The company 
finished the year with over a 36 percent 
share of the low "tar” category, com¬ 
pared to 1977's 35 percent share. Low 
“tar” smokers now comprise about 30 
percent of the U.S. cigarette market, 
and the segment grew significantly 
during 1978. 

Reynolds Tobacco now has three 
brands contesting for leadership of the 
low “tar" category — Vantage, Salem 
Lights and Winston Lights. Vantage, the 
trend-setting brand introduced in 1970, 
continued as the best-selling low "tar" 
brand family in 1978, increasing its 
share to 3.1 percent of the entire 
domestic cigarette market. 

However, during the year Vantage 
was challenged by Salem Lights, with 
just under a 3.1 percent share of market . 
and 1978 unit volume growth of 35 
percent. Salem Lights, available in 
85mm and 100mm styles, enjoyed the 
distinction of being both the best-selling 
and fastest-growing menthol in the low 
"tar" category. 

Winston Lights and Winston Light 
100’s, with a combined unit growth rate 
of 40 percent and a 2.8 percent share of 
market, established Winston Lights as 
the largest-selling non-menthol low "tar." 

Camel Lights, the low “tar" third 
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generation of the 65-year-old Camel 
family, exceeded expectations following 
its national introduction in April and 
contributed significantly to the com¬ 
pany’s growth in the low "tar" market. 

By year’s end, Camel Lights — the 
industry’s most successful new product 
in 1978 — was selling at a .8 percent 
market share rate. 

NOW, RJR’s solidly established ultra- 
low "tar" entry, gained additional poten¬ 
tial as the entire ultra-low "tar" segment 
grew in popularity in 1978. Unit sales of 
NOW Filter and NOW Menthol climbed 
13 percent, to a .5 percent market 
share. 

Real, the company’s other low “tar” 
brand, maintained approximately the 
same unit volume during the year as in 
1977, and steps were taken to bolster its 
performance. 

More, which leads all 120mm brands 
with market share of just over 1 percent, 
combined with the 100mm versions of 
Winston, Salem and Vantage to main¬ 
tain Reynolds Tobacco’s solid position 
in the extra-long category. 

The company placed six brand 
families among the 25 best-selling 
cigarettes in the United States. Four 
were in the Top 10 — Winston in 
second position, Salem fourth, Camel 
eighth and Vantage ninth. More ranked 
22nd and Doral, one of the first low “tar” 
brands, ranked 25th. 

Work Horse, a pouch or loose-leaf 
tobacco introduced in 1977, was ex¬ 
panded to major chewing tobacco 


Reynolds Tobacco manufactures a 
variety of quality cigarettes, smoking 
tobaccos, little cigars and plug and 
pouch chewing tobaccos. Four of the 
company's brands finished 1978 among 
the 10 best-selling cigarettes in the 
United States — Winston, Salem, Camel 
and Vantage. 


markets in 1978 with excellent results. 
Reynolds Tobacco also continued to 
lead the total plug chewing tobacco 
category, and Days Work remained the . 
single best-selling plug brand. 

Prince Albert retained its top position 
among smoking tobaccos, and 
Winchester remained the country's 
favorite little cigar. 

Camel Lights was the 
industry's most successful 
new product in 1978. 

The addition in late 1977 of President 
Morgan V. Hunter, coupled with other 
management additions and 
realignments in a number of key 
operating areas in 1978, enabled 
Reynolds Tobacco to focus even 
greater executive talent on company 
and industry concerns. 

Business must respond to the 
pressures of the economic environ¬ 
ment, particularly spiraling cost in¬ 
creases, with operating efficiencies as 
well as success in the marketplace. In 
1978 Reynolds Tobacco again realized 
substantial savings as productivity in its 
manufacturing areas increased 7.9 
percent. The company’s two-year 
productivity increase came to 17.4 
percent at a time when declining 
productivity in the economy as a whole 
posed a serious threat to U.S. growth. 
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Prince 

Albert 
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The newest computers keep track ot 
the nation's oldest agricultural crop at 
Reynolds Tobacco’s Davie County 
processing plant in North Carolina. 


R.J. Reynolds T obacco Company 
continued during 1978 to vigorously 
pursue opportunities to state the com¬ 
pany's views on important public issues 
in a climate clouded by increasing 
government regulation and restrictions 
on personal choice. 

"Pride in Tobacco," an industry-wide 
campaign to create support for the 
nation's oldest agricultural livelihood, 
was launched by RJR in North Carolina, 
the major flue-cured tobacco state, and 
in all burley tobacco states during their 
auction market season. 

The program stresses the economic 
importance of the crop to everyone 
associated with tobacco — manufac¬ 
turers, farmers, warehousemen, 
wholesalers, retailers and their 
suppliers. "Pride in Tobacco" seeks to 
unite these interests into a cohesive 
force that will help ensure all viewpoints 
receive a fair hearing when the industry 
and its people are threatened by anti¬ 
tobacco activists. 

"Pride in Tobacco" was highly suc¬ 
cessful in generating support — from 
small farms to governors' mansions — 
for the people whose way of life 
depends on this important commodity. 
Plans are to expand the campaign 
during 1979. 











m 


International 

Tobacco 


R. J. Reynolds Tobacco International 
markets cigarettes in more than 140 
countries and manufactures them in 
more than 20, either in its own plants or 
through licensing agreements. The 
company also exports RJR's domestic 
brands to satisfy the international 
demand for quality American cigarettes. 

From its headquarters in Winston- 
Salem, North Carolina, Tobacco Inter¬ 
national provides management direc¬ 
tion for all tobacco operations outside 
the United States. 

This structure allows for sharing of 
resources and establishment of 
corporate-wide objectives while main¬ 
taining the flexibility necessary to take 
advantage of opportunities on a 
country-by-country basis. 

Approximately 7,200 persons are 
employed worldwide. 



SililliSSIliiiaiS 


Shoppers in Trier (above) help make Camel 
Filter one of Ihe more popular cigarettes in 
Germany. R.J. Reynolds Tobacco Inter¬ 
national has a manufacturing facility in Trier. 
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Aggressive marketing was a key factor 
in Tobacco International’s record year 


Unit volume growth of 5 percent and 
overall share-of-market gains in 18 
countries helped R.J. Reynolds 
Tobacco International, Inc. achieve 
record sales and earnings in 1978 for 
the third consecutive year. 

The results of the company's 
aggressive marketing program were 
dramatically illustrated in its financial 
results and in the marketplace. Sales 
rose 15 percent over 1977 to $1.56 
billion, and represented a 29 percent 
increase over 1976. Earnings from 
operations of $121.0 million were 28 
percent above 1977, and 100 percent 
above 1976 EFO. 

Performance was particularly strong 
in Europe, as established brands 
strengthened their positions in a 
number of countries. 

Camel Filter and Reyno, a European 
version of Salem, remained among the 
fastest-growing brands in Germany, 
Camel Filter’s unit volume grew almost 
20 percent, from 4.9 billion to 5.8 billion, 
while Reyno volume increased 10 
percent, from 1.0 billion to 1.1 billion 
units. Both brands substantially ex¬ 
ceeded the overall German cigarette 
market growth of 5 percent. In 1978, 
RJR’s total share of market in Germany 
grew from 6.5 percent to 7.1 percent. 

In December, Tobacco International 
signed a licensing agreement with 
Imperial Tobacco Company of the 


United Kingdom to begin the manufac¬ 
ture, distribution, sales and marketing 
of all Imperial brands in Germany. 
Tobacco International will begin distribu¬ 
tion, sales and marketing of Imperial's 
brands on May 1,1979. Manufacturing 
will begin by RJR in April 1980. The 
agreement will increase RJR's share of 
the German market. 

Camel Filter and Reyno 
remained among the fastest- 
growing brands in Germany. 

Although the overall cigarette market 
declined in France and in Holland, the 
company strengthened its performance 
in both countries. Reynolds Tobacco 
International now accounts for more 
than 10 percent of all cigarettes sold in 
Holland, and Camel Filter is the fastest- 
growing brand in France. 

Winston sales increased in Spain, 
and Winston remained the best-selling 
imported cigarette by a wide margin. In 
addition, the brand substantially in¬ 
creased its market share in the Middle 
East. 

During 1978, Tobacco International’s 
sales and earnings in Iran were main¬ 
tained despite that country's civil unrest. 
Conditions in Iran make it difficult to 
accurately forecast what impact the 
situation there may have on the com¬ 
pany’s future results. 

Export'A,'manufactured by R.J. 
Reynolds Tobacco International’s 




1 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



RJR's international brands (right) are 
supported by extensive advertising, such 
as this giant Winston billboard overlook¬ 
ing Hong Kong harbor (left). 


Canadian subsidiary, RJR-Macdonald 
Inc., remained Canada’s best-selling 
brand in 1978. In November, the 
Canadian company moved its adminis¬ 
trative offices from Montreal to Toronto. 
The company will continue to manufac¬ 
ture in Montreal. 

The performance of RJR-Macdonald 
continued to be restrained by anti¬ 
inflation legislation which regulated 
profits, prices and wages in Canada 
during 1978. 

Tobacco International continued its 
growth in South America and the 
Caribbean during the year. In Brazil, unit 
volume increased 15 percent vs. a total 
market increase of 8 percent. Three 
new brands, River, Chanceller and 
Mustang, accounted for 23 percent of 
the company’s sales. Chanceller was 
introduced late in 1977, with River and 
Mustang following in 1978. 

In Puerto Rico, Tobacco International 
maintained its substantial lead in the 
cigarette market, as Winston remained 
the island’s best-selling brand. Con¬ 
struction began in San Juan for a new 
office/warehouse, to be completed in 
the spring of 1979, which will allow the 
company to consolidate its adminis¬ 
trative, sales and distribution 
operations. 

Other achievements during 1978 
included the successful re-introduction 
of Winston in Colombia and the intro¬ 
duction of Vantage in Paraguay. 

In the Far East, RJR increased its 
share of market in Hong Kong, Japan 


and Malaysia. Winston Super Length, a 
100mm cigarette, was introduced in 
Hong Kong, and a local blend style of 
Salem made its debut in Malaysia. 

New products are considered a key 
to future growth by Tobacco I nter- 
national. Seven new brands were 
successfully introduced in 1978, and 
investment spending on new brands will 
continue in 1979. 

Three new brands helped 
RJR's unit volume in Brazil 
grow nearly twice as fast as 
the overall market 

In July, Edward A. Horrigan, Jr. was 
named chairman and chief executive 
officer of the company, succeeding 
J. Tylee Wilson. Wilson, as executive 
vice president of R.J. Reynolds In¬ 
dustries, assumed responsibility for 
both domestic and international to¬ 
bacco operations. The addition of 
Horrigan, coupled with further develop¬ 
ment of the Tobacco International 
management team, strengthened the 
company’s executive resources. 

R.J. Reynolds Tobacco International 
has established a solid foundation for 
continued success during its three-year 
existence as a separate company. 
While its operations are subject to 
influence by such factors as relation¬ 
ships between governments, local 
political instability and the complexities 
of global economics, the overall outlook 
for long-term growth remains positive. 
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Distribution ot products is one key to 
success, as Winston customers of this 
quaint, out-of-the-way shop in Madrid, 
Spam, appreciate. 


Issues 


The operations of R.J. Reynolds 
Tobacco International must be highly 
flexible for the company to compete 
successfully in business environments 
which may shift dramatically from 
country to country. 

The rising tide of nationalism in many 
parts of the world frequently takes the 
form of restrictions on imports from the 
United States and demands for in¬ 
creased local ownership. Pricing limits 
and other government policies 
designed to protect local companies 
also complicate the marketing of to¬ 
bacco pioriucts. Other problems may 
include exchange controls which make 
it difficult or impossible to repatriate 
earnings, the forced transfer of U.S. 
technological expertise and tax- 
supported anti-smoking programs. 

During its first three years, Tobacco 
International has succeeded in extend¬ 
ing RJR's reputation for quality products 
virtually around the world by meeting 
consumer desires with a mixture of 
imported and locally manufactured 
brands. RJR has also established itself 
as a responsible corporate citizen in the 
countries in which it operates, working 
to create an atmosphere of cooperation 
in the international business com¬ 
munity. 

By all indications, the world of 
international business will grow even 
more complex in coming years. But 
through this combination of aggressive 
marketing and corporate citizenship, 

R.J. Reynolds Tobacco International will 
strive to continue its growth while 
contributing to a greater spirit of global 
understanding. 
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Shipping 


In its 10th year as a vital part of R.J. 
Reynolds Industries, Sea-Land Service 
continued in 1978 to earn recognition 
as the strongest of the world’s container 
shipping lines. 

Because it has never applied for 
federal operating subsidies, Sea-Land 
maintains the flexibility to realign its 
global services in response to changing 
market conditions. 

Subsidized carriers are often 
restricted by law from deploying their 
vessels to new routes where service is 
in demand. But Sea-Land's readiness to 
go where the action is, worldwide, gives 
the company a broader and more stable 
earnings base, one which helps 
moderate the earnings volatility 
associated with an industry heavily 
dependent on the level of international 
economic activity and trade. 

Sea-Land pioneered the con¬ 
tainerized freight concept which is now 
the norm in most parts of the world. A 
shipper gains security and saves time 
by having products delivered door-to- 
door in the same sealed container — 
via truck, train and ship. In addition to 
the conventional 35- and 40-foot dry 
cargo vans, Sea-Land offers its 
customers a wide variety of special 
purpose containers for transporting 
freight, from frozen foods to liquids. 

Sea-Land achieved the milestone of 
its first $1 billion revenue year in 1978, 
but even more significant is the commit¬ 
ment to the future the company 
demonstrated by taking delivery of four 
new D-6 containerships and contrac¬ 
ting for the 1980 delivery of 12 new D-9 
class vessels, which will be the most 
advanced high-technology container- 
ships in the business. 
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The Sea-Land Pacer, moored in Kobe, 
Japan, following ils christening in June, 
was one of four D-6 class containerships 
delivered to the company in 1978. 
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A new shipbuilding program highlighted 
Sea-Land’s first $1 billion revenue year 


Sea-Land Service, Inc. continued to 
lead the industry in 1978, the first year in 
which revenues of the containerized 
ocean shipping firm exceeded $1 
billion. 

Revenues in 1978 were $1.02 billion, 
an improvement of 16.5 percent over 
1977 revenues of $872,8 million. Strong 
volumes in the Pacific, North Atlantic 
and Gulf of Mexico-to-Northern Europe 
trades contributed to the increase. 

Twelve new high- 
technology ships will be 
brought on line in 1980. 

Earnings from operations increased 
34 percent in 1978, to $118.7 million 
from $88.9 million in 1977, when a 
fourth-quarter strike by longshoremen 
on the East and Gulf coasts of the 
United States had a negative impact on 
annual EFO. 

While the total volume of cargo in 
international trade was generally high 
throughout 1978, trade conditions kept 
freight rates low along some key routes. 
These factors, combined with generally 


higher operating expenses, hindejred 
even better EFO performance. 

Sea-Land’s demonstrated ability to 
rapidly seize market opportunities, its 
continued progress toward operating 
goals and management’s detailed plans 
for growth provided a firm basis f< >r the 
commitment of a $580 million invest¬ 
ment in the future. A modernization 
program, announced in September, will 
bring 12 new high-technology con- 
tainerships on line in 1980, as we I as 
upgrade shoreside facilities and odd 
new ship support equipment, sue i as 
containers and chassis. 

In October, contracts for the nelw 
ships were awarded after three years of 
design, bidding and evaluation. It s the 
largest containership building program 
in the industry since Sea-Land itself 
completed construction of its SL-fs in 
the early 1970s. The ships will comprise 
an entirely new category of ocear|i 
vessel, designated the D-9 class. 

Each of the 12 D-9s will have a 
capacity of 839 40-foot container:; and 
will be powered by a fuel-saving diesel 
engine. They will have an overall length 
of 745 feet and service speeds of 22 
knots (about 25 miles per hour). T ney 


will fly theU.S. flag and be manne 
U.S. crews. 

The D-9s not only will allow ord 
replacement of some of Sea-Land 
older ships, but also will permit the} 
company to participate in growth 


They will provide Sea-Land with 
world's largest and most modern < 


the 

on- 
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Sea-Land’s know-how and experience 
persuaded the Emirate of Dubai to 
designate the company to manage this 
Arabian Gulfport facility under construc¬ 
tion in Jebel Ali. 


tainership fleet, with an average vessel 
age under six years. 

The company strengthened its 
systematic expansion of service during 
1978, a task facilitated by the comple¬ 
tion of a new technology building 
program which placed four new D-6 
containerships into operation within six 
months. 

The Adventurer, Leader, Pacer and 
Pioneer all have new power plants, 
bows and sterns joined to refurbished 
T-3 midbodies. The first diesel- 
powered, energy-efficient ships in Sea- 
Land’s fleet, the D-6s have provided 
additional capacity and improved fre¬ 
quency, particularly along Middle East 
routes, while the company looks 
forward to the delivery of the 12 new 
D-9s in 1980. 

The opening of the Middle 
East-to-Far East route 
offered customers a truly 
global transport service. 

Sea-Land’s proven system of in¬ 
tegrating its strategically located hub 
port terminals with its own network of 
feeder vessels — which efficiently relay 
cargoes to a central point for transfer to 
a larger capacity ship — allows the 
company to add new ports-of-call and 
operating routes with little additional 
investment. 

In 1978, this capability was dramati¬ 
cally demonstrated when, in January, 
the opening of service between the 


Middle East and the Far East gave Sea- 
Land customers a transport capability 
that is truly global. 

In addition, Sea-Land’s market poten¬ 
tial in the bustling Saudi Arabian market 
was enhanced when the commercial 
city of Jeddah, on the Red Sea, became 
a direct port-of-call. 

A new service also was established 
linking Sea-Land’s worldwide network 
of services to the ports of Bombay and 
Cochin in India. 

Although the service was not ex¬ 
pected to be launched until 1979, 
enthusiastic response from the market¬ 
place and the cooperation of the Indian 
government prompted the company to 
initiate sailings in November 1978. 
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Issues 


The laws which set the tone for 
United States maritime policy were 
written in 1916 and 1936. Today they 
are administered in an unrealistic 
fashion which fails to take into account 
the changes that have reshaped world 
trade over the past 62 years. 

U.S. laws, alone among those of the 
major trading nations, continue to 
deprive American importers and ex¬ 
porters of many of the potential benefits 
of shipping conferences. 

For two years, Sea-Land Service has 
been a driving force for a progressive 
national maritime policy. At the heart of 
the company's position is the necessity 
for the U.S. to implement a policy that 
enables American-flag ships to com¬ 
pete on equal footing with foreign-flag 
fleets. Today, an archaic maritime 
policy, unevenly administered by a 
complex web of federal agencies, 
precludes the company’s efforts to 
achieve equal treatment. 

Sea-Land has earned recognition in 
Washington for the quality of both its 
testimony before Congress and the 
research it provides public officials. In 
1978, the company supported, among 
other important legislation that became 
law, the state-controlled carrier bill, 
which was signed by President Carter 
October 18. This statute is a significant 
step toward countering the ominous 
predatory activity of not-for-profit Soviet 
shipping in U.S. trades. 

Governments around the world are 
reformulating their policies on inter¬ 
national shipping to reflect present day 
realities. Sea-Land will continue to 
advocate reasonable, informed ap¬ 
proaches to change that will best serve 
the interests of carriers, customers and 
nations themselves. 


Sea-Land's new automated container 
crane in Portsmouth, Virginia, allows the 
company's vessels to achieve faster 
turnaround time and speedier delivery. 
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Energy 


R. J, Reynolds entered the inter¬ 
national energy industry in 1970 when it 
acquired American Independent Oil 
Company (Aminoil), a producer of oil in 
the Middle East. 

With the purchase in 1976 of the 
major United States properties of 
Burmah Oil Company Ltd., Aminoil 
became deeply involved, as well, in the 
development of domestic sources of 
energy. 

The 1977 loss of the company's 
properties in Kuwait through nation¬ 
alization served to accelerate Aminoil's 
transition from essentially a foreign oil- 
producing company to one that sees 
domestic petroleum exploration and 
production as its primary business. 

However, Aminoil will continue to 
maintain its international producing 
interests in Iran, Argentina and the 
Dutch North Sea, and it will pursue a 
modest exploration effort in those 
countries that are politically and 
economically attractive. 

The company will continue to be 
active in developing alternative energy 
resources — principally geothermal 
steam in The Geysers, north of San 
Francisco — to the extent it is 
economically feasible. 

Aminoil is also active in natural gas 
processing, the retail and wholesale 
marketing of natural gas liquids and the 
wholesale marketing of gasoline and 
other petroleum products. 
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. 1 ._ ... 


The iackel oian Ammoil-operated produc¬ 
tion platform is towed in the Gulf of Mexico, 
where it was launched and installed in 
October. 
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Aminoil intensified offshore development 
and increased natural gas production 


In an era when it is becoming 
increasingly important for the United 
States to develop additional sources of 
energy, 1978 marked Aminoil USA, 
Inc.’s first full year as essentially a 
domestic energy company. 

With the late 1977 nationalization of 
its Kuwait properties behind it, Aminoil 
embarked in 1978 on the first year of an 
aggressive capital program that is 
planned to devote $530 million to 
exploration for, and development of, 
domestic energy reserves over the next 
three years. 

Aminoil’s sales were severely 
affected during 1978 by the absence of 
the Kuwait properties. After rising nearly 
32 percent in 1977 to $978.9 million, 
sales slipped, predictably, to $703.4 
million in 1978. 

Increased gas production 
and federal price relief 
should help boost sales and 
earnings. 

However, earnings from operations 
increased in 1978, from $14.6 million in 
1977 to $17.2 million. The increase was 
due to U.S. oil and natural gas price 
increases, increased production 
volumes of U.S. natural gas, settlement 
of an oil pricing dispute with the 
Argentine government covering the 
period from October 1976 to May 1978 
and lower charges against earnings for 
exploration costs. 


These factors more than offset the 
loss of Kuwait earnings, decreased 
production volumes of U.S. crude oil 
and increased operating expenses. 

Prospects for increased gas produc¬ 
tion in the years ahead, combined with 
recent federal price relief, should help 
both sales and earnings increase 
significantly in the future. 

Exploration success in any given year 
is largely dependent on work done in 
previous years. While Aminoil’s 
domestic exploration came reasonably 
close to replacing the reserves that 
were produced during 1978,100 per¬ 
cent replacement was not achieved. 
Aminoil’s high rate of production at 
existing facilities underlines the con¬ 
tinuing need for an aggressive explora¬ 
tion program. 

Aminoil spent $49 million for explora¬ 
tion in 1978 and participated in drilling 
37 exploratory wells; new reserves were 
discovered in eight of them. The 
company was active in the Gulf of 
Mexico, California, the Rocky Moun¬ 
tains, Texas, the Baltimore Canyon 
offshore New Jersey and other promis¬ 
ing basins. About 8 percent of the 
exploration budget was spent overseas, 
primarily in Argentina and the Dutch 
North Sea. 

In addition, the company spent $126 
million during the year to develop 
petroleum reserves already discovered. 
Much of the development activity took 
place in the Gulf of Mexico. 

Domestic production figures for the 
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Geothermal steam from Aminoll wells will 
supply the power to this electric 
generating plant (left) being built in 
California. Drilling personnel work at 
Huntington Beach, California, Ammoil's 
largest production facility (right). 


year showed an increase in na :ural gas 
and a decline in crude oil. Aminoil 
produced 113 million cubic fee t of gas 
per day in 1978, up from 108 million per 
day in 1977. Crude oil output fe II to 
38,200 barrels per day from 42 800 last 
year. 

In foreign operations, Amino I’s share 
of natural gas production from a joint 
ventu re i n the D utch N orth Sea 
averaged 2.4 million cubic feet per day 
in 1978 after coming on-stream late in 
1977. In Iran, where political ur rest 
caused production to be interrupted 
frequently during the fourth qujirter, 
Aminoil's share in the Iranian C onsor¬ 
tium declined from 38,100 to 3(),700 
barrels of crude oil per day. The 
difference also reflected planned in¬ 
creases in the share of production 
claimed by the Iranian government. 

Calculated steam rose r ves 
at The Geysers are the 
equivalent of more than -15 
million barrels of crude oil. 

Aminoil's share of productior from a 
joint venture in Argentina averaged 
4,700 barrels per day in 1978, down 
from 5,100 in 1977. 

Construction continued throu ghout 
the year on the generating plan: being 
built by a major California public utility 
which will use geothermal steal n pro¬ 
duced by Aminoil at The Geysers north 
of San Francisco. The plant, which will 


be the world’s largest steam-powered 
1 generating facility, is scheduled to begin 
I operation in the last quarter of 1979. 

I The same utility company is planning 
I to build another generating unit to use 
• steam from additional Aminoil wells. 

Aminoil's calculated geothermal steam 
I reserves at The Geysers are the 
equivalent of more than 45 million 
I barrels of crude oil. 

I In other domestic activities, the 
I company produced nearly 500,000 
gross gallons per day of natural gas 
I liquids at its natural gas processing 
| plants. Wholesale sales of gasoline and 
i diesel fuel in the western United States 
] amounted to almost 260 million gallons 
I during the year. 

I A number of organizational and 
I management changes were made 
' during 1978. The functions and staff of 
the New York office were integrated into 
1 a single Houston-based organization to 
1 manage all Aminoil domestic and 
international operations. 

I The company’s domestic orientation 
and the initiatives and programs begun 
1 in 1978 place Aminoil in an excellent 
j position to concentrate on U.S. energy 
' production in the years ahead. 
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In the 0 verthrust Belt area of northern 
Utah, Ammoil's exploration activities 
include seismic recordings used to 
assess the hydrocarbon potential of 
underground geologic formations. 


Issues 


Government involvement in all areas 
of the energy industry has been in¬ 
creasing rapidly in the last few years. 
During 1978 Aminoil increased efforts 
to insure that its internal policies and 
programs are adequate to anticipate, 
analyze and deal with the proliferation 
of state and federal regulatory issues. 

During the year Aminoil supported 
passage of the new Natural Gas Act; 
changes in Department of Energy 
regulations affecting California crude oil 
production levels and pricing; and both 
federal and state legislation to en¬ 
courage the development of geother¬ 
mal steam. 

Aminoil also obtained specific price 
control relief on a portion of its Califor¬ 
nia production which otherwise would 
have been uneconomical to continue. 

Aminoil will continue to vigorously 
support policies which contribute to the 
company’s ability to profitably produce 
and sell energy. 
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Foods 

and Beverages 


Since 1963, when R.J. Reynolds 
acquired Hawaiian Punch, the company 
has sought to provide consumers with 
quality beverages and prepared foods 
that are convenient to use and are 
priced competitively. 

RJR Foods’ dedication to the con¬ 
sumer goes hand-in-hand with the 
objective of capitalizing on foods oppor¬ 
tunities that afford both the best 
marketing possibilities and the highest 
potential for growth. 

Many of the company’s brands 
compete in the beverage or frozen food 
categories, two of the fastest-growing 
food industry segments. In the frozen 
foods category, which is growing about 
7 percent annually, Patio Mexican foods 
and Chun King Oriental products are 
the leading brands in their segments. 

The many varieties of Hawaiian 
Punch and new Milk Mate chocolate- 
flavored syrup are strong entries in the 
beverage category, where sales growth 
is about 8 percent annually. Hawaiian 
Punch Fruit Juicy-Red is the largest- 
selling ready-to-drink beverage flavor in 
the United States. 

Brer Rabbit molasses and syrup, 
Vermont Maid syrup, My'T'Fine pud¬ 
dings, Davis baking powder and 
College Inn products give the company 
broad representation in many of the 
staple supermarket categories as well. 
In their market areas, these products 
are either the leader or among the 
leaders in their categories. 
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At RJR Foods' new applied research 
laboratory in Winston-Salem , North 
Carolina, the latest equipment and 
techniques provide an essential link 
between technology and new products 
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New products and line extensions in 
1978 took their places among RJR 
Foods' family ol brands, many of which 
lead their market categories. 


Commitment to consumers, quality 
helped RJR Foods’ sales set record 


RJR Foods, Inc.'s continuing 
emphasis on product quality — and the 
commitment to back up product 
strengths with vigorous marketing — 
helped the company achieve record 
sales in 1978 in a changing and highly 
competitive environment. Buoyed by a 
strong fourth quarter, sales increased 
4.6 percent, from 1977’s $268.7 million 
to $281,0 million. 

Earnings from operations declined to 
$18.5 million in 1978 from $22.0 million 
in 1977, primarily due to increased 
spending to support the development 
and introduction of new products. 
However, these new products should 
improve future earnings. 

New products momentum was es¬ 
tablished early in 1978 with the in¬ 
troduction of Hawaiian Punch Un¬ 
sweetened Drink Mix. By year-end, 
Hawaiian Punch Unsweetened Drink 
Mix had achieved a respectable 8 
percent share of a growing category. 
The Hawaiian Punch line now offers 
consumers more forms than any other 
major beverage brand. 

To capitalize on increasing consumer 
interest in noncarbonated beverages in 
cans, RJR Foods expanded distribution 
of Hawaiian Punch in 12-ounce cans 
through soft drink bottlers to 80 percent 
of the United States. This handy 
container, convenient to carry and 
available in many vending machines, 


enhances the appeal of this non¬ 
carbonated soft drink for an active 
population. 

Patio Big Appetite frozen dinners 
were introduced in the first quarter of 
1978 and quickly gained acceptance in 
this expanding market segment, taking 
over the No. 1 position by year's end. 

Further, Patio developed a number of 
product improvements in 1978, and a 
strengthened total marketing program 
resulted in the strongest growth for the 
Patio brand in the past five years. 

Chun King Oriental foods frozen 
entrees with microwave oven cooking 
instructions flagged on the package 
were introduced to consumers in 1978. 
The brand continued to show overall 
volume growth, with the popular 
Divider-Pak leading the way. The Pork 
Chow Mein Divider-Pak, which was 
expanded to national distribution, set 
the sales pace in this category. 

In 1978, RJR Foods, under a licensing 
agreement, introduced Milk Mate to 
most of the United States. Consumer 
testing showed that this chocolate- 
flavored syrup, when added to milk, was 
preferred to competing brands. Con¬ 
sumers cited its richer chocolate taste 
and ease of mixing. 

Milk Mate is packaged in a con¬ 
venient squeeze bottle with a dispenser 
cap unique among milk additives. Initial 
sales results are encouraging. Milk 
Mate provides an innovative entry in a 
large and growing category. 
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Packaging 

Products 


As RJR Archer entered its second 50 
years in 1978, the watchword that 
served the company so well during its 
first half-century remained the same — 
innovation. 

Constantly designing new and better 
solutions to old, and new, problems has 
kept Archer in a position of leadership 
within its industry since it began in 1928 
as a department of R.J. Reynolds 
Tobacco Company supplying "tin foil" 
for cigarette packaging. 

Today Archer is the only major 
supplier with expertise in three types of 
perforated tipping, a process used to 
reduce the "tar" and nicotine content of 
cigarettes. Archer's proficiency in 
mechanical, laser and electrostatic 
tipping should serve it well in the future, 
as low "tar" cigarettes are expected to 
account for a larger share of the 
domestic market. 

The company’s technical strengths 
are well suited to a marketplace that will 
continue to demand more functional, 
more attractive and less expensive 
product packaging. With this in mind, 
Archer's strategic mission was rede¬ 
fined in 1978 toward enhancing its 
position in the packaging industry while 
de-emphasizing its role as a producer 
of aluminum products. 


24 



To lead the way in meeting customer 
demand, Archer requires the latest 
equipment, such as this new high-speed 
slitter, which has broadened the com¬ 
pany's capabilities and helped increase 
productivity. 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 










Technology and innovation are keys to 
RJR Archer's prominence in the highly 
competitive packaging industry. 


Creative approaches boosted Archer’s 
sales and earnings to record levels 


The ability to anticipate new devel¬ 
opments and to foresee customer 
demand helped make 1978 a record¬ 
setting year for RJR Archer, Inc. 

The theory and practice of innovation 
provided the framework for a year in 
which total sales reached a new high of 
$195.7 million, 1.9 percent better than 
1977’s $192.1 million. Earnings from 
operations increased 6.9 percent in 
1978, improving from $17.4 million in 
1977 to a record $18.6 million. 

Archer’s 1978 achievements are 
especially impressive considering that 
last year’s figures included $24 million 
in sales and $2.3 million in earnings 
from the Consumer Division, which was 
sold at the end of 1977. 

The company continued to demon¬ 
strate its technological expertise with 
several advances in packaging 
materials that helped attract new 
business. 

One of these breakthroughs was the 
development of a new board material 
for L’eggs Products, Inc., a well-known 
maker of women’s hosiery. The new 
product is the first machine-process- 
ible substance of its kind that can be 
used in straight-walled containers. 

Archer’s Packaging Division also 
developed a new reverse printing 
process for polyester film which solved 
a problem for a customer whose prod¬ 
ucts had been losing freshness. 


Also during 1978, the company 
devised a way of engraving a cylinder 
which, for the first time, imparts a two- 
color effect to packaging materials 
while economically using just one color 
of ink. 

The company made three moves 
during the year which underscored its 
commitment to the future of the packag¬ 
ing industries Archer serves. In June, 
the Filmco Division started construction 
of a $4.2 million polyvinyl chloride (PVC) 
manufacturing facility in Huntsville, 
Alabama. When the plant begins oper¬ 
ating in the summer of 1979, Archer will 
be in a stronger position to participate in 
the growth of the PVC market. 

In October, the company announced 
signing a letter of intent with Noranda 
Aluminum, Inc. to sell Archer’s alumi¬ 
num casting and rolling plant in Hun¬ 
tingdon, Tennessee. The factory did not 
fit the long-range objectives of the 
company, although Archer will continue 
to serve specialty aluminum markets 
from its Winston-Salem, North Carolina, 
production facilities. 

Late in the year, the company entered 
the rapidly growing oriented polypro¬ 
pylene (OPP) packaging market by 
opening a pilot plant in Winston-,Salem. 
OPP’s clarity, strength, flexibility and 
machinability are improvements over 
the properties of such traditional wrap¬ 
ping materials as cellophane, yet OPP is 
very economical for a wide variety of 
uses. Archer sees a promising future 
for OPP. 
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The most important resource of 
any company is its people. 

Colin Stokes recognized this 44 
years ago when he followed his 
father into the factories of R.J. 
Reynolds Tobacco Company in 
Winston-Salem, North Carolina, 
and the dignity of the individual 
remained a principle that guided 
Stokes as he rose to become 
chairman of R.J. Reynolds 
Industries. 

Stokes epitomizes RJR people — 
hard-working and dedicated to their 
jobs, generous and kind to their 
fellow human beings. It is because 
of its people that, all over the world, 
R.J. Reynolds stands not only for a 
thriving business organization, but 
also for a successful human enter¬ 
prise. 

Stokes will retire in 1979, but as 
surely as he will be missed, his 
example of excellence and genuine 
humanity will leave a legacy of 
which all RJR people can be proud. 

This Annual Report is dedicated 
to all the men and women of R.J. 
Reynolds Industries . . . and to 
one of their oldest and dearest 
friends, Colin Stokes. 
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R.J.Reynolds Industries, Inc. 

Five-Year Consolidated Statements of Earnings 

For the Years Ended December 31 (Dollars In Millions Except Per Share Statistics} 



1978 

1977 

1976 

1975 

1974 

Net sales and revenues . 

$6,622.1 

$6,363.1 

$5,753.6 

$4,837.6 

$4,500.9 

Costs and expenses: 






Cost of products sold and 






operating expenses. 

4,741.8 

4,773.4 

4,304.1 

3,563.3 

3,366.6 

Selling, advertising, 






administrative and 






general expenses.. 

973.7 

775.7 

669.9 

563.1 

476.5 

Earnings from operations . 

906.6 

814.0 

779.6 

711.2 

657.8 

Interest and debt expense. 

(71.4) 

(83.5) 

(70.4) 

(55.9) 

(59.1) 

Other income (expense), net. 

23.0 

16.3 

7.6 

13.7 

14.3 


858.2 

746.8 

716.8 

669.0 

613.0 

Foreign currency gains (losses).. 

(3.9) 

(11.7) 

(26.9) 

15.3 

(28.1) 

Nonrecurring gain. 

— 

55.1 

— 

— 

— 

Earnings before provision 






for Income taxes . 

854.3 

790.2 

689.9 

684.3 

584.9 

Provision for income taxes....... 

412.4 

366.7 

336.7 

346.6 

287.3 

Net earnings . 

441.9 

423.5 

353.2 

337.7 

297.1 

Less preferred dividends. 

6.4 

7.4 

10.2 

12.1 

15.8 

Net earnings applicable to 






Common Stock .— 

$ 435.5 

$ 416.1 

$ 343.0 

$ 325.6 

$ 281.3 

Net earnings per common share: 






Primary... 

$ 9.01 

$ 8.72 

$ 7.47 

$ 7.37 

$ 6.67 

Fully diluted... 

8.58 

8.20 

6.89 

6.69 

5.97 

Average number of common 






shares outstanding 






(in thousands): 






Primary... 

48,314 

47,729 

45,924 

44,184 

42,189 

Fully diluted... 

51,527 

51,628 

51,289 

50,473 

49,765 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission. 



















Consolidated Net Sales and Revenues 

(Dollars In Millions) 
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Sales and Earnings 

Consolidated net sales and revenues in 
1978 were $6.62 billion, an increase of $259 
million over 1977. This sales improvement was 
achieved in spite of a decrease in energy sales 
during 1978 of $276 million resulting primarily 
from the nationalization of the Corporation’s 
petroleum operations in Kuwait in September 
1977. Earnings from operations in 1978 were 
$907 million, an increase of $93 million, or 11 
percent, over the prior year. Net earnings in 
1978 increased $18 million to $442 million, 
while net earnings per fully diluted common 
share rose 38 cents to $8.58. Excluding the 
effects of a nonrecurring gain and a transpor¬ 
tation strike from 1977 results (see following 
paragraph), net earnings per fully diluted 
common share would have increased ap¬ 
proximately 95 cents. 

Consolidated net sales and revenues in 
1977 were $6,36 billion, an 11 percent 
increase over 1976, while net earnings per fully 
diluted common share rose to $8.20, including 
a nonrecurring gain of $55 million, or $1.07 per 
fully diluted common share, relating to the 
Corporation's nationalized petroleum opera¬ 
tions. (See Note 6 to the Financial Statements 
for details.) Excluding the nonrecurring gain, 
net earnings per fully diluted share were $7.13 
compared with $6.89 in 1976. In addition, the 
Corporation's transportation business suffered 
a two-month longshoremen’s strike in the 
fourth quarter that reduced net earnings an 
estimated 50 cents per fully diluted share. 
Earnings from operations in 1977 increased 
$34 million over the 1976 amount to $814 
million. 



Consolidated Earnings from 
Operations 

(Dollars in Millions) 

657.8 7112 770.1 814.0 906 6 

$1000 
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Over the past five years, net sales and 
revenues increased at an average annual 
compound rate of 15 percent, earnings from 
operations increased by 13 percent a year and 
net earnings grew at an average rate of 12 
percent annually. 

The percentage contributions of the Cor¬ 
poration’s various lines of business to net sales 
and revenues and earnings from operations 
during the last five years were as follows: 


Net Sales and Revenues 



1978 

1977 

1976 

1975 

1974 

Domestic 

tobacco 

44% 

43% 

44% 

48% 

46% 

International 

tobacco 

23 

21 

21 

20 

18 

Transportation 

15 

14 

15 

16 

19 

Energy 

11 

15 

12 

9 

10 

Foodsand 

beverages 

4 

4 

5 

4 

4 

Packaging products 

3 

3 

3 

3 

3 


100% 

100% 

100% 

100% 

100% 

Earnings from Operations 

1978 

1977 

1976 

1975 

1974 

Domestic 

tobacco 

69% 

72% 

68% 

68% 

58% 

International 

tobacco 

13 

11 

8 

6 

5 

Transportation 

12 

10 

15 

13 

22 

Energy 

2 

2 

4 

9 

13 

Foodsand 

beverages 

2 

3 

3 

3 

1 

Packaging products 

2 

2 

2 

1 

1 


100% 

100% 

100% 

100% 

100% 
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Domestic Tobacco 

Domestic tobacco operations include the 
manufacture and sale of tobacco products, 
principally cigarettes, in the United States. 
(Prior to January 1,1978, the domestic 
tobacco operations also included Puerto Rico 
and export areas serviced by Puerto Rico, 
mainly the Caribbean. Effective January 1, 

1978, operational responsibility for these areas 
was transferred to international tobacco man¬ 
agement. Prior years’ domestic tobacco and 
international tobacco amounts have been 
restated to reflect this change.) 

Domestic tobacco sales were $2.94 billion in 
1978, a $185 million, or 6.7 percent, increase 
over 1977. This sales improvement resulted 
from higher selling prices. Volume for the year 
was essentially unchanged from 1977. 

Earnings from operations in 1978 increased 
$46 million, or 7.5 percent, to $651 million. This 
increase was due to the higher selling prices 
mentioned above, which were adequate to 
offset increased manufacturing, marketing and 
advertising costs. Advertising expenditures 
were approximately $49 million above the 
1977 level, largely due to the national introduc¬ 
tion of Camel Lights in April, continued 
spending for other low "tar" growth brands and 
cost increases resulting from inflation. 

Sales in the domestic tobacco business 
were $2.76 billion in 1977, a $193 million, or 7.5 
percent, increase over 1976. The sales gain 
was the result of price increases and a 1.5 
percent unit volume gain. The unit volume gain 
was slightly ahead of the industry's perform¬ 
ance as a whole. 


Domestic Tobacco 
Sales 

(Dollars in Millions) 


2,090.1 2,381.1 2,565 8 2,759 0 
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Earnings from operations in 1977 rose $57 
million, or 10 percent, to $606 million. This 
increase was due to the improved unit volume 
noted above and the effect of price increases, 
which were sufficient to offset generally higher 
manufacturing and advertising costs. Adver¬ 
tising expenditures were about $62 million 
above the 1976 level, mainly as a result of the 
introduction during the year of several new 
brands, including Real, Vantage 100’s and 
Winston Light 100’s. 

International Tobacco 

International tobacco management is 
responsible for the manufacture and sale of 
tobacco products in Puerto Rico and countries 
outside the United States. Cigarettes are 
currently manufactured in approximately 20 
countries throughout the world by subsidiaries, 
affiliates or licensees and are sold in more than 
140 countries and territories outside the United 
States. Such sales consist of exports from the 
United States and sales from the company’s 
foreign manufacturing subsidiaries, affiliates 
and licensees. 

I nternational tobacco sales in 1978 were 
$1.56 billion, a 15 percent, or $198 million, 
increase over 1977. Approximately one-third of 
the sales gain was due to a 5 percent rise in 
unit sales, with the balance of the increase 
attributable to foreign currency rate changes, 
higher selling prices and increases in excise 
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International Tobacco 
Sales 

(Dollars in Millions) 

805.7 060.3 1,205.3 1,358 4 1,558.0 



tax rates levied by foreign governments. (See 
the Summary of Significant Accounting 
Policies and Note 1 to the Financial 
Statements.) The increase in unit sales was 
largely due to gains in export markets and 
higher market shares in several European 
countries and Brazil, reflecting the company’s 
continued success in expanding operations in 
the growing international tobacco market. 

Earnings from operations rose to $121 
million, an increase of 28 percent from $95 
million in 1977. Approximately 40 percent of 
the earnings gain resulted from higher unit 
volumes, with the remainder attributable to 
higher selling prices which were sufficient to 
offset higher manufacturing costs and in¬ 
creased marketing expenses. 

In 1977 international tobacco sales were 
$1.36 billion, a 13 percent, or $153 million, 
increase over 1976. Approximately one-third of 
the sales gain was due to higher unit volumes, 
with increased selling prices accounting for 
the balance. Unit sales were up 5 percent over 
1976, with both new products and the expan¬ 
sion of established brands accounting for the 
improvement. Earnings from operations in 
1977 were $95 million, up 56 percent from $61 
million in 1976. Approximately half the gain 
resulted from the improved sales volume, with 
the remainder attributable to higher prices 
which more than offset increases in operating 
expenses. 


International Tobacco 
Earnings from Operations 

(Dollars In Millions) 

30.7 41.1 60.5 94.5 121.0 


$140 
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International tobacco sales in 1976 were 
$1.21 billion, up $245 million, or 26 percent, 
over 1975. Approximately half the sales gain 
resulted from a second Brazilian acquisition 
made in late 1975. The remaining increase 
was due about equally to higher unit volumes in 
other international markets and higher selling 
prices. Earnings from operations in 1976 were 
47 percent, or $19 million, above 1975. Volume 
and price increases contributed about equally 
to the improved results. 

I n 1975 international tobacco sales were 
$960 million, up $155 million, or 19 percent, 
over 1974. Approximately half the increase 
stemmed from a Brazilian acquisition in the 
fourth quarter of 1974. 

Transportation 

The Corporation’s containerized freight 
transportation business, operated through its 
subsidiary, Sea-Land Service, Inc., offers 
around-the-world service to its customers. 
Sea-Land, the world’s largest containerized 
ocean-going transportation company, utilizes a 
fleet of specially designed containerships 
which operate through approximately 135 
ports in more than 50 countries and territories. 

Transportation revenues reached $1.02 
billion in 1978, exceeding the $1 billion 
level for the first time. Approximately half of the 
$144 million increase over 1977 resulted from 
increased shipping volume, primarily during 
the fourth quarter of 1978, with higher rates; 
accounting for the remainder. During October 
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and November 1977, a strike by the Inter¬ 
national Longshoremen’s Association com¬ 
pletely stopped all containership operations on 
the United States East and Gulf coasts, 
significantly reducing shipping volume in the 
1977 fourth quarter. 

Earnings from operations in 1978 rose to 
$119 million, a $30 million increase over 1977. 
Improved rates in some service areas were not 
sufficient to compensate for increased overall 
operating costs, a large portion of which was 
due to unfavorable foreign currency fluc¬ 
tuations. Therefore, the increased earnings 
were principally due to the higher shipping 
volume discussed above. 

Transportation revenues in 1977 were $873 
million, up $11 million over 1976. This increase 
was achieved in spite of the negative effect of 
the above mentioned longshoremen’s strike 
and resulted largely from an approximate $45 
million increase in revenues attributable to the 
Mideast service begun in the last half of 1976 
and expanded in 1977. Earnings from 
operations during 1977, however, declined by 
28 percent to $89 million. The decrease was 
due primarily to the longshoremen’s strike. 
(The Corporation estimates the effect of the 
strike on transportation’s earnings from 
operations at approximately $50 million.) 
Higher bunker fuel prices and increases in 
other vessel operating costs also contributed 
to the decline. 


Transportation 
Earnings from Operations 
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During 1975 transportation revenues 
decreased 10 percent from 1974. Effective 
September 30,1974, the company sold its 
Puerto Rican service to the Puerto Rico 
Maritime Shipping Authority. The business sold 
contributed approximately $85 million to 1974 
transportation revenues during the nine 
months prior to its sale. Transportation earn¬ 
ings from operations in 1975 were $94 million, 
down $51 million, or 35 percent, from $145 
million in 1974. The decrease reflected both 
the loss of operating earnings from the 
discontinued business and increased 
operating costs in 1975. 

Energy 

Operations in the Corporation's energy 
business are primarily directed toward the 
exploration for and development, production 
and sale of crude oil, natural gas and other 
energy sources. At year-end 1978, the prin¬ 
cipal domestic producing properties were 
located in California and onshore and offshore 
Louisiana. Most of the U.S. properties were 
acquired from the Burmah Oil Company 
Limited on June 30,1976. Internationally, the 
energy business has operating interests in 
Iran, Argentina and the Dutch North Sea. On 
September 19,1977, the Corporation’s oil 
business in Kuwait and in the Divided Zone 
between Kuwait and Saudi Arabia was 
nationalized by the government of Kuwait. (See 
Note 7 to the Financial Statements.) 
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Compared to 1977, sales in this business 
were down $276 million, or 28 percent, to $703 
million. This decrease was principally due to 
the 1977 Kuwait nationalization. Sales were 
also negatively affected by events in Iran, 
where political unrest caused production to be 
interrupted frequently in the fourth quarter. 

Earnings from operations rose to $17 million 
in 1978, an 18 percent increase from the prior 
year. This increase was due to domestic oil 
and natural gas price increases, higher 
production volumes of domestic natural gas, 
settlement of an oil pricing dispute with the 
Argentine government covering the period 
from October 1976 to May 1978 and lower 
charges against earnings for exploration costs. 
These factors more than offset the loss of 
Kuwait earnings, decreased production 
volumes of domestic crude oil and increased 
operating expenses. 

Total sales in the energy business in 1977 
were $979 million, up $237 million, or 32 
percent, from $742 million in 1976. The 1977 
sales included the first full-year results of the 
Burmah Oil properties acquired on June 30, 

1976. This difference accounted for substan¬ 
tially all of the 1977 sales increase and was 
more than sufficient to offset the sales loss 
resulting from the nationalization of the Kuwait 
operations noted above. Earnings from 
operations in 1977 were $15 million, a 
decrease of 60 percent from 1976. The decline 
resulted mainly from increased provisions for 


Energy 

Sales 

(Dollars in Millions) 


401.2 440 4 741.0 970.9 703.4 



Energy 



higher royalty and tax assessments relating to 
the Kuwait operations prior to the nationaliza¬ 
tion. Earnings from operations in 1977 do not 
include a fourth quarter nonrecurring gain of 
$55 million related to the Corporation's 
nationalized oil business in Kuwait. (See Note 6 
to the Financial Statements.) 

Energy sales in 1976 were $742 million, an 
increase of $301 million, or 68 percent, over 
1975. Approximately 85 percent of the in¬ 
crease resulted from the June 1976 acquisition 
of the former Burmah Oil properties, with the 
balance due to improved volumes in the 
Kuwait operations which were later 
nationalized. Earnings from operations in the 
same period declined $28 million, or 44 
percent, primarily because of higher 
assessments by foreign governments. 

Sales by the energy business were $440 
million in 1975, a decrease of $21 million, or 
4.5 percent, from 1974. The sales decline 
resulted from a weak demand for oil during the 
year, especially during the fourth quarter. 
Energy earnings from operations for 1975 were 
$64 million, down $22 million, or 26 percent, 
from the prior year. The reduced earnings 
reflected the lower 1975 revenues and in¬ 
creased royalty expenses of $15 million. 
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Foods and Beverages 

RJR Foods manufactures and sells food and 
beverage products in the United States and 
Canada. The major company product lines 
include Hawaiian Punch, Chun King Oriental 
foods and Patio Mexican foods. 

On February 1,1979, the shareholders of 
Del Monte Corporation approved an Agree¬ 
ment and Plan of Merger under which Del 
Monte became a wholly-owned subsidiary of 
the Corporation on February 2,1979. (See 
Note 13 to the Financial Statements.) Del 
Monte’s principal operations include the 
production and marketing of canned fruits and 
vegetables, fresh fruits and specialty foods. 

During 1978, RJR Foods’ sales reached 
$281 million, a $12 million increase over the 
prior year. Accounting for the increase were 
modest volume improvements in the Chun 
King and Patio foods lines, the introduction of 
new products and higher selling prices in all 
lines. These volume and price increases were 
sufficient to offset volume declines in other 
lines, principally Hawaiian Punch ready-to- 
drink and presweetened drink mix. Several 
factors, most notably competition from new 
market entries and increased competition from 
the soft drink industry, have contributed to the 


Foods and Beverages 



Hawaiian Punch volume declines. Earnings 
from operations in 1978 declined $3.5 million, 
to $18.5 million, compared to the prior year. 
Contributing to this decline were higher 
material costs, increased marketing and 
development costs for new products, in¬ 
creases in other operating expenses and the 
volume declines mentioned above. 

RJR Foods’ sales rose to $269 million in 
1977, a $4.2 million increase over 1976. 
Volume improvements in the Hawaiian Punch 
powdered drink mix and Chun King lines 
were a major factor in the sales increase. 
Earnings from operations rose 7.3 percent to 
$22 million, compared to $20.5 million in 1976. 
The increase was primarily attributable to the 
volume gains, higher selling prices and lower 
raw material prices. These factors more than 
offset generally higher marketing and 
operating expenses. 

In 1976 RJR Foods introduced its new 
Hawaiian Punch powdered drink mix. The 
strong performance of the drink mix, coupled 
with higher volumes in existing products, 
resulted in sales of $265 million, an increase of 
22 percent over 1975. During the same period, 
however, earnings from operations decreased 
2.4 percent from the prior year, primarily due to 
a $4 million increase in advertising expense 
(principally relating to the drink mix introduc¬ 
tion) that more than offset the effect of sales 
increases and manufacturing efficiencies. 

Earnings from operations in 1975 increased 
$13 million over 1974, primarily as a result of 
price increases and a decline in the abnor¬ 
mally high sugar prices which existed in 1974. 
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Packaging Products 

RJR Archer is principally engaged in the 
manufacture and marketing of printed and un¬ 
printed packaging materials for multiple 
markets including the tobacco, foods and 
pharmaceutical industries. Approximately one- 
third of Archer’s sales consists of packaging 
materials sold to the Corporation's tobacco 
businesses. 

On January 2,1979, the company sold its 
aluminum casting and rolling business in 
Huntingdon, Tennessee. (See Note 13 to the 
Financial Statements.) This sale allows the 
company to concentrate on its long-range 
objectives as a packaging company. Sales of 
the Huntingdon operations were $33 million in 
1978 and $22 million in 1977. Earnings from 
operations for the comparable periods were 
$1.5 million and $0.3 million. 

RJR Archer sales in 1978 of $196 million 
were slightly ahead of the prior year amount of 
$192 million. Higher selling prices and volume 
gains in several divisions were sufficient to 
offset the $24 million volume loss resulting 
from the sale of its consumer division, which 
manufactured and sold ribbon and gift wrap, at 
year-end 1977. (See discussion below.) 

Earnings from operations in 1978 increased 
$1.2 million, to $18.6 million, as a result of the 
higher selling prices mentioned above. These 
higher selling prices were sufficient to offset 
increased raw materials costs, increases in 
other operating expenses and the loss of 
operating earnings due to the sale of the 
consumer division. 


Effective at year-end 1977, the company 
sold its ribbon and gift wrap operations. This 
sale was compatible with the company’s long- 
range objectives previously mentioned. Sales 
of the operations sold were $24 million in 1977 
and $26 million in 1976, and earnings from 
operations were $2.3 million in 1977 and $1 
million in 1976. (Approximately $1.9 million of 
the 1977 earnings from operations was 
attributable to the liquidation of LIFO inven¬ 
tories.) 

In 1977 Archer's sales increased to $192 
million, 9.2 percent over 1976. Volume in¬ 
creases in the Filmco and Metals divisions 
were responsible for about 50 percent of the 
increase. Price increases and product mix 
improvements accounted for the balance. 
Earnings from operations in 1977 increased 26 
percent to $17.4 million from $13.8 million in 
1976. Approximately half of the $3.6 million 
increase was due to the volume, price and mix 
improvements already noted, with most of the 
remaining increase due to the factors surround¬ 
ing the sale of the ribbon and gift wrap 
operations discussed above. 
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I nterest and Debt Expense 

Interest and debt expense in 1978 was $71 
million, a 14 percent decrease from the prior 
year. This decrease was principally due to 
lower net interest costs resulting from lower 
levels of average short-term borrowings and 
the repurchase in September 1977 of a 
production payment previously sold to a group 
of banks in 1976 as part of the financing of the 
acquisition of the former Burmah Oil properties 
acquired on June 30,1976. The weighted 
average annual short-term interest rate 
(aggregate short-term interest expense as a 
percentage of the daily average balance of 
interest-bearing short-term debt) was 8.7 
percent in 1978. 

Interest and debt expense for the years 
1977,1976,1975 and 1974 was $84 million, 
$70 million, $56 million and $59 million, 
respectively. The increases in 1977 and 1976 
resulted primarily from the interest on the debt 
incurred to finance the June 1976 acquisition 
of the Burmah Oil properties. 

Provision for I ncome Taxes 

The provision for income taxes, as a 
percentage of earnings before taxes, was 48.3 
percent in 1978 compared to 46.4 percent in 
1977,48.8 percent in 1976,50.7 percent in 
1975 and 49.2 percent in 1974. The relatively 
low 1977 rate resulted from the recognition in 
the 1977 fourth quarter of a $55 million nonre¬ 
curring gain that had no tax effect. (See Notes 
5 and 6 to the Financial Statements.) 


Capital Expenditures and Depreciation 

(Dollars In Millions) 

B Depreciation, Depletion and Amortization 
□ Capital Expenditures 
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Capital Expenditures 

Capital expenditures in 1978 were $383 
million, compared to $285 million in 1977 and 
$222 million in 1976. 

In the domestic and international tobacco 
businesses, capital expenditures during the 
year were $68 million. Approximately three- 
fourths of this amount was spent in the do¬ 
mestic tobacco business, principally for new 
manufacturing equipment. 

Transportation capital expenditures in 1978 
were $163 million. Of this amount, nearly $91 
million was spent for vessels, containers and 
other marine equipment, while $24 million rep¬ 
resented expenditures to complete the ship 
conversion program begun in 1977 to build 
four diesel-powered D-6 containerships utiliz¬ 
ing refurbished T-3 midbodies. As announced 
on September 21,1978, the company has 
commenced a $580 million major moderniza¬ 
tion program which calls for the construction of 
12 energy-efficient, high-technology con¬ 
tainerships, acquisition of associated equip¬ 
ment and the improvement of facilities. It is 
anticipated that the containerships con¬ 
structed under this program will be delivered in 
1980. Total expenditures for this program were 
$35 million in 1978. 
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Cash Row from Operations, 
Capital Expenditures and 
Cash Dividends Paid 
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Total Capital and Return on Average 
Total Capital 

(Dollars In Billions) 

■ Stockholders' Equity 

0 Long-term Debt Including Current Maturities 
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Exploration and development spending in 
the energy business reached $175 million in 
1978. Approximately $45 million of this amount 
represented evaluation and exploration costs 
which were charged against earnings as 
incurred. Substantially all of the exploration 
and development expenditures were for 
domestic energy sources. 

Capital expenditures for foods and bever¬ 
ages and packaging products were ap¬ 
proximately $5.5 million in each business 
during 1978. 

Capital expenditures are projected to total 
$1.8 billion over the next three years. Of this 
total, about $860 million is estimated to be 
spent in the transportation business, $530 
million in the energy business, $325 million in 
the domestic and international tobacco 
businesses and nearly $110 million for other 
operations (exclusive of any capital spending 
that may result from the Del Monte merger). 

Cash Flow from Operations 

Cash flow provided by operations was $759 
million in 1978 and totaled almost $3 billion 
over the past five years. The domestic tobacco 
business provided almost half of this five-year 
total, although significant contributions were 
made during this period by the Corporation’s 
transportation business ($798 million) and 
energy business ($453 million). 


Management considers cash flow provided 
by operations to be an important measure of 
performance. For this reason, the lines of 
business data starting on page 55 of this report 
have been expanded to include cash flow 
information for each of the Corporation’s 
businesses. 

Capital Employed 

Long-term debt (including current maturi¬ 
ties) was $805 million at year-end. The $38 
million decrease from 1977 primarily reflects 
payments on debt existing at the beginning of 
1978. 

Short-term debt at year-end was $74 million, 
$100 million lower than the prior year-end 
amount. This decline principally reflects the 
use of surplus funds from operations to reduce 
short-term indebtedness. 

At December 31,1978 and 1977, total long¬ 
term debt as a percentage of total capital was 
23 percent and 26 percent, respectively, and 
has averaged 25 percent for the last five years. 

For the year ended December 31,1978, the 
Corporation received $6 million from the con¬ 
version of 292,892 shares of the $2.25 
Convertible Preferred Stock into 439,325 
shares of Common Stock. These proceeds 
were added to the Corporation’s general funds. 
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Net Earnings Per Fully Diluted 
Common Share and Dividends Per 
Common Share 

(Dollars) 

■ Dividends Per Common Share 
□ Net Earnings Per Fully Diluted Common Share 

5.97 669 6.69 6.20 6 58 

2.73 2 93 3.13 3 335 3.575 

$9 



1974 1975 1976 1977 1978 


Dividends and Stock Prices 

In the fourth quarter of 1978, the Corporation 
increased the quarterly dividend on Common 
Stock from 87'/2 cents to 95 cents per share. 

The dividend payment per common share has 
increased each year for the past 25 years 
except for 1971, when dividend increases 
were prohibited by federal economic guide¬ 
lines. This is the 79th consecutive year the 
Corporation has paid a dividend. During 1978, 
dividends declared on the Common Stock and 
the $2.25 Convertible Preferred Stock totaled a 
record $179.3 million. 

Since the issuance of the $2.25 Convertible 
Preferred Stock in May 1969, the Corporation 
has paid the regular dividend of 56V4 cents per 
share each quarter. The following table sets 
forth the dividends paid per share of Common 
Stock and the high and low sales prices of the 
Common Stock and $2.25 Convertible 
Preferred Stock during the last two years: 

$2.25 Convertible 



Common Stock 

Preferred Stock 

Quarters 

Dividends 

Market Price 
(High-Low) 

Market Price 
(High-Low) 

1978 

First 

Second 

Third 

Fourth 

$ .87 % 

.87'/a 
.87% 

.95 

59%-52% 
62%-53% 
65 - 54% 
62%-54% 

66%-56% 

72 - 58% 

75 - 59% 

70%-62% 

Year 

$3.57% 

65 -52% 

75 - 56% 

1977 

First 

$ .82 

70 -63% 

82 -73 

Second 

.82 

69%-63% 

81%-73 

Third 

.82 

70%-60% 

83% -68 

Fourth 

.87% 

65%-58 

76%-65% 

Year 

$3.33% 

70%-58 

83%-65% 
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R.J.Reynolds Industries, Inc. 

Consolidated Financial Statements 

Years Ended December 31,1978 and 1977 


The Summary of Significant Accounting 
Policies below, the Notes to Consolidated 
Financial Statements on pages 44 through 53, 
and the Lines of Business Data and 
Geographic Data for 1978 and 1977 on pages 
55 through 58 are an integral part of the 
accompanying financial statements. 


Summary of Significant Accounting Policies 


This summary of significant accounting 
policies is presented to assist in understanding 
the Company’s financial statements included 
in this report. These policies conform to 
generally accepted accounting principles and 
have been consistently followed by the 
Company in all material respects. 

Consolidation 

The Company includes in its consolidated 
financial statements the accounts of the parent 
and all subsidiaries. 

Inventories 

Materials and supplies used in the transpor¬ 
tation business are valued at lower of cost 
(FIFO) or market. 

In the Company's domestic tobacco and 
packaging products businesses, inventories, 
including supplies and manufactured products, 
are stated at cost (most of which are valued 
using the UFO method — see Note 2). 


Inventories in the international tobacco 
business are valued under various methods, 
principally LIFO and average cost. 

The Company's foods and beverages 
business values inventories at the lower of 
cost or market. The weighted average method 
is used to determine cost for all inventories 
except sugar, which is determined by the LIFO 
method. 

Inventories of crude oil and refined products 
are carried at cost (FIFO), and inventories of 
supplies and materials in the energy business 
are carried at average cost. The aggregate 
cost of inventories is not in excess of the 
market value. 

Depreciation, Depletion and Amortization 

Except as noted below, properties and 
equipment in all businesses are depreciated 
using the straight-line method. Those assets 
acquired prior to January 1,1977 which are 
used in the Company’s domestic manufac¬ 
turing businesses are depreciated using 
principally accelerated methods. The straight- 
line method of depreciation was adopted for 
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assets acquired by these businesses after 
1976 to conform with the depreciation method 
previously applied to the majority of the 
Company’s assets and with general industry 
practice. 

During 1978, the Company changed its 
method of accounting for oil and gas produc¬ 
ing activities in conformity with the re¬ 
quirements of Statement No. 19 published by 
the Financial Accounting Standards Board. 
Implementation of Statement No. 19 did not 
have a material effect on the Company's 
financial statements since the Company has 
historically used a form of the “successful 
efforts" method of accounting in its energy 
business. Consequently, prior periods have not 
been restated. Depreciation, depletion and 
amortization of capitalized costs in the energy 
business are computed in accordance with the 
provisions of this Statement. 

In all businesses, renewals, conversions or 
betterments which add materially to the value 
or useful lives of property are charged to 
property, plant and equipment accounts. 

When assets are sold or otherwise disposed 
of, the costs and related accumulated 
depreciation, depletion and amortization 
amounts are removed from the accounts and 
any gain or loss is included in income. 

Intangible Assets 

The excess of cost over net assets of 
businesses acquired subsequent to October 
31,1970, is being amortized over periods not 
exceeding 40 years. Generally, amounts 
recorded prior to that date are not being 
amortized, but are adjusted through charges 
against earnings if the Company believes a 
permanent impairment of the value of these 
assets has occurred. 


Sales and Reven ues 

Sales of products, which include certain 
excise taxes (see Note 1), are recognized in 
income as customer shipments are made. 

Transportation revenues and related vessel 
voyage expenses are generally recognized at 
the commencement of a voyage. 

Other I ncome and Expense 

The Company includes in “Other income 
(expense), net," items of a financial nature, 
principally interest income. 

Income Taxes 

The Company uses the flow-through method 
in accounting for investment tax credits, 
whereby the provision for income taxes is 
reduced in the year the tax credits first become 
available, rather than deferring the credit over 
the life of the related asset. 

Certain of the Company's foreign petroleum 
operations are covered by special income tax 
agreements with foreign governments. The 
agreements generally specify a level of 
income tax in excess of the customary 
corporate income tax rate prevailing in those 
countries. For financial reporting purposes, the 
Company classifies these excess taxes as 
operating expenses. (See Note 5.) 

Earnings Per Share 

Primary earnings per share are determined 
by dividing net earnings applicable to Common 
Stock by the average number of common 
shares and equivalent common shares out¬ 
standing. 

Fully diluted earnings per share are 
calculated using the “treasury stock" method. 
This method assumes that all shares of the 
$2.25 Convertible Preferred Stock outstanding 
during the year were converted into Common 
Stock and the conversion proceeds used to 
purchase treasury common shares at the 
higher of the average daily price or year-end 
closing price of the Common Stock. 
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R.J.Reynolds Industries, Inc. 

Consolidated Statements of Earnings and Earnings Retained 

For the Years Ended December 31 (Dollars In Millions Except Per Share Statistics) 


1978_1977 


Net sales and revenues. . $6,622.1 $6,363.1 

Costs and expenses: 

Cost of products sold and operating expenses. 4,741.8 4,773.4 

Selling, advertising, administrative and general expenses .._973.7_775.7 


Earnings from operations.. 906.6 814.0 

Interest and debt expense... (71.4) (83.5) 

Other income (expense), net...23.0 16.3 


858.2 746.8 

Foreign currency gains (losses). (3.9) (11.7) 

Nonrecurring gain....—_55.1 


Earnings before provision lor Income taxes. .. 854.3 790.2 

Provision for income taxes.. 412.4 366.7 


Net earnings.. 441.9 423.5 

Less preferred dividends... .^4_7.4 


Net earnings applicable to Common Stock. 435.5 416.1 

Earnings retained at beginning of year. 1,974.0 1,717.7 

Cash dividends on Common Stock. 172.9 159.3 

Charges related to stock options exercised. — 0.5 


Earnings retained at end of year... $2,236.6 $1,974.0 


Net earnings per common share: 

Primary.... $ 9.01 $ 8.72 

Fully diluted... 8.58 8.20 

Average number of common shares outstanding 

(in thousands): 

Primary. 48,314 47,729 

Fullydiluted.. 51,527 51,628 


Reproduced with permission of the copyright owner. Further reproduction prohibited without permission 























R.J.Reynolds Industries, Inc. 

Consolidated Balance Sheets 

December 31 (Dollars In Millions) 


_____ 1978 _ 1977 

ASSETS 
Current assets: 

Cash and short-term investments . . $ 114.3 $ 94.2 

Accounts and notes receivable (less 

allowances of $12.2 and $14.7, respectively). 582.6 539.7 

Inventories. 1,421.1 1,353.8 

Prepaid expenses. 22.9 32.8 

Total current assets.. 2,140.9 2,020.5 

Property, plant and equipment - at cost. 3,266.6 2,935.3 

Less allowances for depreciation, depletion and amortization. _ 1,104.6 _ 937.7 

Net properly, plant and equipment.. 2,162.0 _ 1,997.6 

Cost In excess of net assets of businesses acquired. 164.8 _ 165.5 

Other assets and deferred charges... 147.8 _ 150.4 

_ $4,615.5 $4,334.0 


LIABILITIES AND STOCKHOLDERS’EQUITY 
Current liabilities: 

Notes payable. . $ 74.3 $ 174.7 

Accounts payable and accrued accounts. 558.3 554.4 

Current maturities of long-term debt. 65.2 74.5 

Income taxes accrued. 104.7 _ 37.3 

Total current liabilities . 802.5 _ 840.9 

Long-term debt (less current maturities) .. 740.0 _ 768.2 

Other nopcurrent liabilities. 107.0 _ 81.9 

Deferred Income taxes. 308.1 _ 251.3 

Stockholders’equity: 

$2.25 Convertible Preferred Stock. 28.4 31.5 

Common Stock - net ... 237.8 238.4 

Paid-in capital. 155.1 147.8 

Earnings retained.. 2,236.6 1,974.0 

Total stockholders’ equity.. 2,657.9 2,391.7 

__ $4,615.5 $4,334.0 
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R.J.Reynolds Industries, Inc. 

Consolidated Statements of Changes in Financial Position 

For the Years Ended December 31 (Dollars In Millions) 


_____ 1978 _ 1977 

Working capital was provided by: 

Operations: 

Netearnings. $441.9 $423.5 

Depreciation, depletion and amortization. 226.0 223.2 

Deferred income taxes. 58.6 63.7 

Long-term foreign currency translation losses... 8.7 11.0 

Other. 23.9 0.7 


Total from operations. 759.1 722.1 

Proceeds from long-term debt. 43.5 168.8 

Proceeds from issuance of Company’s stock. 9.5 42.1 

Other (principally disposals of property, 

plant and equipment). 28.2 _ 41.4 

840.3 974.4 


Working capital was used for: 

Capital expenditures. 383.4 284.6 

Cash dividends. 179.3 166.7 

Retirement of long-term production payments. 2.8 ' 255.7 

Other long-term debt becoming currently payable......... 77.0 78.7 

Reti rement of $2.25 Con verti ble 

Preferred Stock upon conversion. 3.1 13.1 

Cost of treasury shares purchased. 2.8 5.0 

Other (principally other assets and 

deferred charges).. 33.1 _ 19.7 

681.5 823.5 


Increase In working capital. $158.8_$150.9 


Analysis of change In working capital: 

Increase (decrease) in current assets: 

Cash and short:term investments.. $ 20.1 $(11.3) 

Accounts and notes receivable. 42.9 58.7 

Inventories. 67.3 (50.0) 

Prepaid expenses... (9.9) 14.1 

Decrease (increase) in current liabilities: 

Notes payable... 100.4 144.7 

Accounts payable and accrued accounts... (3.9) (91-8) 

Current maturities of long-term debt.. 9.3 (23.8) 

Income taxes accrued..(67.4)_110.3 


Increase In working capital... . $158.8 _ $150.9 
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R.J.Reynolds Industries, Inc. 

Notes to Consolidated Financial Statements 

(Dollars in Millions Except Per Share Statistics) 


Note 1 

Excise Taxes 

Net sales and revenues include excise taxes 
on tobacco and petroleum products as indi¬ 
cated in the following table: 



1978 

1977 

Domestic tobacco. 

... $ 794.2 

$ 795.1 

International tobacco ...... 

858.3 

736.4 

Petroleum. 

17.9 

15.6 


$1,670.4 

$1,547.1 


Effective January 1,1978, operational 
responsibility for Puerto Rico and related areas 
was transferred from domestic to international 
tobacco management. Prior year amounts 
have been restated to reflect this change. 


Note 2 
Inventories 

The major classes of inventory and the 
amount of each at December 31 were: 



1978 

1977 

Leaf tobacco... 

$1,078.7 

$1,025.0 

Manufactured products. 

Excise tax on 

95.1 

93.5 

manufactured products. 

79.4 

72.9 

Petroleum products. 

22.4 

26.3 

Other materials and supplies... 

145.5 

136.1 


$1,421.1 

$1,353.8 


At December 31,1978 and 1977, respec¬ 
tively, $1,004.6 million and $964.3 million of the 
inventory was valued by the last-in, first-out 
(LIFO) method. The balance of the inventory 
was valued by various other methods, prin¬ 
cipally first-in, first-out (FIFO). 

The current replacement value of inven¬ 
tories at December 31,1978 and 1977, was ap¬ 
proximately $838.4 million and $745.1 million, 
respectively, greater than the amounts at 
which these inventories were carried in the 
balance sheets. 

Note 3 

Property, Plant and Equipment 

Components of property, plant and equip¬ 
ment at December 31 are shown in the table 
below: 



1978 

1977 

Land and land improvements .. 
Buildings and leasehold 

$ 43.9 

$ 38.4 

improvements. 

301.4 

288.0 

Machinery and equipment..... 
Vessels, containers and other 

698.0 

626.9 

marine equipment. 

Energy leasehold properties, 
related equipment 

1,321.6 

1,216.3 

and facilities. 

759.5 

651.2 

Construction-in-process. 

142.2 

114.5 



3,266.6 

2,935.3 

Less allowances for depreciation, 



depletion and amortization .. 

1,104.6 

937.7 

Net property, plant and 
equipment. 

$2,162.0 

$1,997.6 
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Note 4 

Long-term Debt 



December 31,1978 

December 31,1977 


Due Within 

Due After 

Due Within 

Due After 


One Year 

One Year(d) 

One Year 

One Year 

Long-term debt consists of the following: 

814% and 8%% Ship Mortgage Bonds, 
payable in Dutch guilders with semi¬ 
annual sinking fund payments through 1981(a).. 

.. $17.3 

$ 25.9 

$15.1 

$ 37.6 

7%% Debentures, due February 1,2001, 
with annual sinking fund payments beginning 
in 1982. 


100.0 


100.0 

7%% Debentures, with annual sinking fund 
payments through 1994 (reduced by $5.0 million of such 
debentures held by the Company on December 31,1978 
for future sinking fund requirements). 


75.0 

5.0 

80.0 

8% Debentures, due January 15,2007, with 
semi-annual sinking fund payments 
beginning in 1988. 


150.0 


150.0 

8.9% Notes, due October 1,1996, with 
annual prepayments beginning in 1981(b). 

— 

100.0 

— 

100.0 

754% Notes, due November 18,1982, with 
equal annual sinking fund payments 
through 1982. 

32.0 

96.0 

32.0 

128.0 

7% Subordinated Debentures, due June 1, 

1989, with annual sinking fund payments 
beginning in 1980 (reduced by $1.7 million of such 
subordinated debentures held by the Company on 
December 31,1978 for future sinking fund 
requirements)... 


14.1 


15.8 

Exploration and development advances (c). 

0.6 

99.7 

9.0 

95.8 

Capitalized lease obligations..... 

4.4 

32.7 

2.5 

15.9 

Other indebtedness with various interest rates 
and maturities. 

10.9 

46.6 

10.9 

45.1 


$65.2 

$740.0 

$74.5 

$768.2 


(a) The net book value of assets classified as vessels, containers and other marine equipment subject to the liens 
of ship mortgage bonds and other indebtedness was $113.7 million at December 31,1978, and $126.3 million 
at December 31,1977. 

(b) Under the terms of the Company's 8.9% Notes, dividend payments are generally limited to $150 million, plus 
net earnings after December 31, 1975. At December 31, 1978, $868.7 million of earnings retained were 
unrestricted. 

(c) At December 31,1978, the Company had $100.3 million of advances from certain gas pipeline companies (all 
of which were noninterest bearing) for the financing of exploration and development of various leases in the 
Gulf of Mexico in consideration for undertaking to execute gas purchase and sale agreements for future 
natural gas production. 

(d) The payment schedule of debt due after one year is as follows: 1980-$78.0; 1981 -$65.9; 1982-$63.3; 1983- 
$21.7; 1984 and later-$511.1. 
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Note 5 

Provision for IncomeTaxes 
The provision for income taxes (excluding 
amounts classified as operating expenses) 
consists of the following: 



1978 

1977 

Current: 



Federal.. 

$284.4 

$238.2 

State.. 

40.7 

39.0 

Foreign. 

28.7 

25.8 

Total 

353.8 

303.0 

Deferred: 



Federal .. 

50.9 

60.2 

State.... 

4.5 

1.1 

Foreign. 

3.2 

2.4 

Total 

58.6 

63.7 

Provision for income taxes__ 

$412.4 

$366.7 


Deferred income tax expense results from 
timing differences in the recognition of revenue 
and expense for book and tax purposes. The 
sources of these differences and the tax effect 
of each were as follows: 



1978 

1977 

Excess of tax over 

book depreciation. 

$23.3 

$12.5 

Intangible drilling and 

development costs. 

33.8 

29.8 

Various other items. 

1.5 

21.4 

Deferred income taxes. 

$58.6 

$63.7 


The effective tax rate was 48.3 percent in 
1978 and 46.4 percent in 1977. The 
differences between the amounts recorded 
and the amounts computed by applying the 


federal income tax rate of 48 percent to 
earnings before provision for income taxes are 
explained as follows: 



1978 

1977 



%of 


%of 



Pre-tax 


Pre-tax 


Amount 

Income 

Amount 

Income 

Income tax 





computed at 
statutory U.S. 
federal income 





tax rate. 

Effect of 

$410.1 

48.0% 

$379.3 

48.0% 

nonrecurring 

gain 





(see Note 6) ... 
Taxes on foreign 

— 


(26.4) 

(3.3) 

operations in excess 




of (less than) 
statutory U.S. 
federal income 
tax rate. 

• (9.6) 

(1.1) 

5.6 

0.7 

State taxes, net of 
federal benefit. 
Investment 

23.5 

2.8 

21.2 

2.7 

tax credit. 

Miscellaneous 

. (18.5) 

(2.2) 

(12.3) 

(1.6) 

items___ 

6.9 

0.8 

(0.7) 

(0.1) 

Provision for 





income taxes* . 

. $412.4 

48.3% 

$366.7 

46.4% 


’Excluding $13.6 million and $165.4 million classified 
as operating expenses in 1978 and 1977, respectively. 
(See the Summary of Significant Accounting 
Policies.) 

No provision has been made for U.S. income 
taxes (not material in amount) that would be 
payable upon remittance of earnings retained 
abroad by foreign subsidiaries, since it is the 
Company’s intention to reinvest these earnings 
abroad. 

There are a number of issues pending as a 
result of Internal Revenue Service audits, none 
of which is expected to have a material 
adverse effect on the Company’s financial 
statements. (See Note 7.) 
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Note 6 

Nonrecurring Gain 

During 1977 and 1976 the Company was 
engaged in negotiations with the government 
of Kuwait regarding the terms of a new 
relationship concerning the Company's 
petroleum operations in Kuwait and in the 
Divided Zone between Kuwait and Saudi 
Arabia. During the period of these negotiations 
the Company accrued $55.1 million — cover¬ 
ing the years 1975,1976 and 1977 — in line 
with payment arrangements then under dis¬ 
cussion with government representatives. 

Negotiations terminated in September 1977 
when the government of Kuwait nationalized 
the Company’s assets in its territories. As a 
result the Company believes, based on the 
opinion of counsel, that those amounts 
previously accrued will not be payable. This 
change in estimate was accounted for as a 
nonrecurring gain. The gain had no effect on 
the provision for income taxes, while earnings 
before provision for income taxes and net 
earnings were increased by $55.1 million in the 
fourth quarter of 1977. (See Note 7 for further 
information relating to the nationalization.) 


Note 7 

Commitments and Contingencies 

On June 6,1978, the Securities and 
Exchange Commission brought and 
simultaneously announced the settlement of 
an action with respect to the subject matter of 
the Company's 1976 questionable payments 
investigation. Under the settlement the Com¬ 
pany consented to the imposition of an 
injunction which, among other things, prohibits 
violations of the reporting and proxy provisions 
of the federal securities laws. The Company 
also agreed to a third party review of the 
adequacy of the methods and procedures 
followed in its investigation and of the related 
disclosures. The third party reviewer has 
concluded that the Company’s investigation 
was adequate and that no additional dis¬ 
closures need be made. The Company cannot 
predict if any other action will be taken as a 
result of the foregoing matters. 

While it is impossible to estimate the ultimate 
liability, if any, which may arise out of matters 
relating to the Company's 1976 investigation, 
the Company is of the opinion that additional 
liabilities, if any, will not have a material 
adverse effect on its business or financial 
condition. 

A federal grand jury in Washington, D.C., is 
investigating possible violations of the antitrust 
laws by carriers, including Sea-Land, in the 
ocean transportation of freight. Although the 
Company is unable to predict if any action will 
be taken by the grand jury or as a result of its 
investigation, the Company is of the opinion 
that if any liability arises from the investigation, 
it will not have a material adverse effect on its 
financial statements. 

On September 19,1977, the government of 
Kuwait issued a decree nationalizing the 
Company's oil business in that country and in 
the Divided Zone between Kuwait and Saudi 
Arabia. The decree provides, among other 
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things, for the formation of a committee to 
assess compensation due to, and obligations of, 
the Company. The obligations may include 
royalties, income taxes, termination benefits 
and other items. A formal request for arbitration 
has been made of the Kuwait government, and 
the Company is presently negotiating an 
agreement with the Kuwait government to 
resolve the disputes arising out of the 
nationalization. Management regards it as 
unlikely that the amount of the obligations will 
exceed the compensation as ultimately deter¬ 
mined by the committee, by arbitration or 
otherwise. In light of the uncertainties involved, 
the amount of any ultimate gain or loss, as the 
case may be, is indeterminable at this time. 
However, the Company believes that the 
resolution of the foregoing will not have a 
material adverse effect on its financial 
statements. (See Note 6 for information 
concerning a nonrecurring gain connected 
with the nationalization.) 

The Company is involved in various 
business activities in the country of Iran 
through its international tobacco, transporta¬ 
tion and energy businesses. Continued civil 


unrest in Iran could have a negative impact on 
these businesses. Sales attributable to Iran 
were $258 million and $278 million for the 
years ended December 31,1978 and 1977, 
respectively. Related assets totaled ap¬ 
proximately $82 million at December 31,1978, 
and largely consisted of accounts receivable 
from government-owned companies. The 
Company is of the opinion that continued civil 
unrest in Iran will not have a material adverse 
effect on its business or financial position. 

There are certain other claims and pending 
actions against the Company and its sub¬ 
sidiaries which in the aggregate are not 
expected to have any material adverse effect 
on the Company’s financial statements. The 
Company had various capital spending com¬ 
mitments of $410 million at December 31, 

1978. For additional information concerning 
commitments and contingencies, see Notes 5 
and 9. 

Note 8 

Capital Changes and Related Matters 

Each share of the $2.25 Convertible 
Preferred Stock is convertible into 1.5 shares 
of the Company’s Common Stock on surrender 
of the preferred share and payment of $22 in 
cash. Upon conversion, the cash proceeds 
and the stated value of the converted preferred 
shares less the stated value of the common 
shares issued is credited to paid-in capital. 

The Company may call for redemption of the 
$2.25 Convertible Preferred Stock after June 
30,1979, at $50 per share (aggregating $134.3 
million at December 31,1978) plus accrued 
dividends to the redemption date. In the event 
of involuntary liquidation, holders of the $2.25 
Convertible Preferred Stock are entitled to 
$10.57 per share plus accrued dividends. Of 
the authorized but unissued common shares at 
December 31,1978,4,028,589 were reserved 
for conversion of 2,685,726 shares of the $2.25 
Convertible Preferred Stock issued. 
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1978 


1977 



Shares 

Amount 

Shares 

Amount 

$2.25 Convertible Preferred Stock - without par value 

($10.57 stated value - authorized 2,697,676 shares at 
December 31,1978): 

Balance at beginning of year... 

Shares converted into Common Stock. 

2,978,618 

(292,892) 

$ 31.5 
(3.1) 

4,220,143 

(1,241,525) 

$ 44.6 
(13.1) 

Balance at end of year. 

2,685,726 

$ 28.4 

2,978,618 

$ 31.5 

Common Stock • no par ($5 stated value - 
authorized 150,000,000 shares at 

December 31,1978): 

Balance at beginning of year.... 

48,245,313 

$241.2 

46,383,042 

$231.9 

Shares issued upon conversion of 
$2.25 Convertible Preferred Stock. 

439,325 

2.2 

1,862,271 

9.3 


48,684,638 

243.4 

48,245,313 

241.2 

Less Treasury Common Stock: 

Balance at beginning of year. 

(45,300) 

(2.8) 

— 

— ■ 

Purchased..... 

(49,333) 

(2.8) 

(78,935) 

(5.0) 

Sales upon exercise of stock options. 

53 

— 

33,635 

1.7 

Amount charged to earnings retained 
(difference between option price 
and cost of treasury stock).. 




0.5 


(94,580) 

(5.6) 

(45,300) 

(2.8) 

Balance at end of year... 

48,590,058 

$237.8 

48,200,013 

$238.4 

Paid-In capital: 

Balance at beginning of year.. 


$147.8 


$116.7 

Net proceeds from conversion of 
$2.25 Convertible Preferred Stock. 


7.3 


31.1 

Balance at end of year. 


$155.1 


$147.8 


Effective May 31,1978, and pursuant to the 
stockholders’ approval at the annual meeting 
on April 26,1978, the authorized Common 
Stock of the Company was increased from 
60,000,000 shares to 150,000,000 shares and 
the $5 par value per share was changed to no 
par value with a stated value of $5. In addition, 
the stockholders approved a new class of 
10,000,000 shares of preferred stock with no 
par value. At December 31,1978, no shares of 
this preferred stock had been issued. (See 
Note 13.) 

The Company has two stock option plans 
that provide for the granting of options to 
purchase shares of the Company’s Common 


Stock to certain officers and other employees 
as recommended by the Chairman of the 
Board or President of the Company. The option 
price is the average quoted market price on 
the date of the grant. Options granted that 
lapse or are canceled before exercise are 
added back to the shares authorized for future 
options. 

Under the Career Executive Stock Plan, 
approved by the stockholders at the 1974 
annual meeting, the maximum number of 
shares of the Company's Common Stock that 
may be granted is 600,000 and individual 
grants are limited to 30,000 shares. The plan 
permits the granting of both qualified and 
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nonqualified options (as defined in the Internal 
Revenue Code) that may run for periods of up 
to five years for qualified and up to 10 years for 
nonqualified options. No option may be 
exercised prior to one year after the date of 
grant. 

The 1977 Stock Option Plan was approved 
by the stockholders at the 1977 annual 
meeting. The maximum number of shares of 
the Company's Common Stock that may be 
granted is 1,250,000 and individual grants are 
limited to 50,000 shares. The options, which 
expire in 10 years, are exercisable in 
cumulative annual installments of 25 percent 
of the optioned shares beginning one year 
from date of grant. The plan also provides for 
granting stock appreciation rights to holders of 
options under this plan and the Career 
Executive Stock Plan; permitting the surrender 
of exercisable options in exchange for shares 
of the Company’s Common Stock having a 
value, at the time of surrender, equal to the 
difference between the option price and the 
market value of shares covered by sur¬ 
rendered options, or receiving all or part of 
such difference in cash. Shares covered by the 
surrendered stock options may not again be 
subjected to option. 

Under both plans, no charges or credits to 
earnings are made as a result of either 
granting or exercising an option. Compensa¬ 
tion expense is accrued for stock appreciation 
rights over the period they become exer¬ 
cisable. 


The following tables summarize the changes 
in options outstanding and related price ranges 
for shares of the Company’s Common Stock 
under options: 



1978 

1977 

Options: 

Outstanding at 
beginning of year.. 

706,164 

487,099 

Granted: 

Under Career 
Executive 

Stock Plan. 


20,000 

Under 1977 Stock 
Option Plan ..... 

270,550 

234,950 

Exercised.. 

(53) 

(33,635) 

Canceled and 
surrendered. 

(32,215) 

(2,250) 

Outstanding at 
end of year. 

944,446 

706,164 

Price Ranges: 

Outstanding at 
beginning of year.. 

$43.44-$70.19 

$43.44-$63.56 

Granted: 

Under Career 
Executive 

Stock Plan. 


$68.75-$70.19 

Under 1977 Stock 
Option Plan__ 

$54.25-$60.94 

$64.69-$66.31 

Exercised (market 
price was $53.12 
in 1978 and ranged 
from $59.62-$70.00 
in 1977). 

$43.44 

$43.44-959.06 

Canceled and 
surrendered. 

$43.44-$66.31 

$57.56-$66.31 

Outstanding at 
end of year. 

$43.44-570.19 

$43.44-$70.19 


At December 31,1978, options were exercisable as to 
505,534 shares compared with 451,714 shares at 
December 31,1977. As of December 31,1978, options 
for 813,450 shares of the Company's Common Stock 
were available for future grants. 
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Note 9 
Leases 

Leases for vessels, truck terminals, port 
facilities and related equipment are used 
extensively in connection with the transporta¬ 
tion business. Most such leases contain 
ordinary renewal options, although some 
container equipment leases provide for 
bargain renewal options extending over the 
economic life of the property. Some of the 
truck terminal and port facility leases contain 
escalation clauses based on the lessor's 
operating costs, and certain port facility leases 
call for contingent rentals based on usage. 

Most of the Company's leases are non- 
cancelable operating leases relating to port 
facilities. Property, plant and equipment ac¬ 
counts at December 31 include the following 
amounts for capital leases (relating mainly to 
vessels, truck terminals and container equip¬ 
ment): 



1978 

1977 

Buildings and leasehold 

improvements. 

$11.6 

$12.5 

Machinery and equipment. 

8.6 

3.4 

Vessels, containers and other 

marine equipment. 

35.5 

16.7 


55.7 

32.6 

Less allowances 

for amortization*. 

15.5 

13.4 


$40.2 

$19.2 


‘Lease amortization is included In depreciation expense. 


. At December 31,1978, the Company was 
obligated under capital and noncancelable 
operating leases to make future minimum 
lease payments as follows: 



Capital 

Leases 

Non¬ 

cancelable 

Operating 

Leases 

Total 

1979 .. 

$ 7.4 

$ 54.8 

$ 62.2 

1980 . 

7.1 

48.8 

55.9 

1981. 

6.6 

38.6 

45.2 

1982 ..... 

5.5 

35.6 

41.1 

1983.. 

5.0 

32.7 

37.7 

Thereafter. 

22.6 

241.2 

263.8 

Total minimum 




lease payments. 

54.2 

$451.7 

$505.9 

Executory costs. 

(1.0) 



Amount representing 




interest . 

(16.1) 



Capitalized lease oblige- 




tions (see Note 4). 

$37.1 




Minimum future sublease rentals receivable 
under capital leases and noncancelable 
operating leases at December 31,1978 
amounted to $3.5 million and $5.7 million, 
respectively. Rental expense for all operating 
leases, cancelable and noncancelable, con¬ 
sisted of: 



1978 = 

1977 

Minimum rentals. 

$107.0 

$96.7 

Contingent rentals. 

0.6 

0.6 

Sublease rental income. 

(3.3) 

(2.7) 


$104.3 

$94.6 


Note 10 
Pension Plans 

The Company provides retirement benefits 
for substantially all of its regular full-time 
employees through Company-administered 
plans and plans administered under collective 
bargaining agreements. The Company’s policy 
with respect to Company-administered plans 
is to fund pension costs accrued. 
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Pension expense was $58 million in 1978 
and $43 million in 1977. This increase resulted 
largely from amendments to the pension plans 
which increased benefits. According to the 
most recent actuarial valuations, the value of 
vested benefits exceeds the assets of certain 
Company-administered plans by $44 million. 
The aggregate unfunded prior service cost of 
all Company-administered plans, which is 
being amortized over a 30-year period, is $193 
million. 

The Company makes payments under the 
terms of various collective bargaining 
agreements to provide welfare benefits, in¬ 
cluding pension benefits, for covered 
employees. 

Note 11 

Quarterly Results of Operations 
(Unaudited) 

The following is a summary of the unaudited 
quarterly results of operations for the years 
ended December 31,1978 and 1977: 



First 

Second 

Third 

Fourth* 

1976 

Net sales and 
revenues 

$1,565.0 

$1,696.8 

$1,652.2 

$1,708.1 

Eamlngs from 
operations 

202.7 

217.2 

234.7 

252.0 

Net eamlngs 

95.0 

111.8 

113.1 

122.0 

Net eamlngs 
per common 
share: 

Primary 

1.94 

2.28 

2.31 

2.48 

Fully diluted 

1.84 

2.18 

2.18 

2.38 

1977 

Net sales and 
revenues 

$1,551.3 

$1,667.4 

$1,623.1 

$1,521.3 

Earnings from 
operations 

195.9 

222.5 

219.6 

176.0 

Net earnings 

88.1 

100.0 

103.5 

131.9 

Net earnings 
per common 
share: 

Primary 

1.84 

2.05 

2.12 

2.71 

Fully diluted 

1.71 

1.94 

2.00 

2.55 


Note 12 

Replacement Costs (Unaudited) 

Replacing existing items of property, plant 
and equipment with assets having equivalent 
productive capacity would require a substan¬ 
tially greater capital investment than was 
required at the time these assets were 
originally purchased, reflecting principally the 
cumulative effect of inflation over the relatively 
long lives of these assets. 

The Company’s production costs have risen 
because of increases in the general level of 
prices. If the Company’s cost of products sold 
and operating expenses were recast to reflect 
replacement costs, reported gross margins 
would be reduced. Excluding the effects of 
replacement cost depreciation and amortiza¬ 
tion, the historical cost of products sold and 
operating expenses generally reflect replace¬ 
ment costs since most of the Company's 
inventory is valued by the last-in, first-out 
(LIFO) method, which tends to match current 
costs with sales and revenues at the time of 
sale. Historically, the Company has 
endeavored to compensate for cost increases 
by modifying its selling prices and increasing 
operating efficiency, although competitive and 
regulatory conditions can limit the Company’s 
ability to increase selling prices. 

The Company’s Annual Report to the 
Securities and Exchange Commission on Form 
10-K (a copy of which is available upon 
request) contains specific information on the 
estimated replacement cost of inventories and 
property, plant and equipment at December 
31,1978 and 1977, and the estimated effect of 
such costs on depreciation and amortization 
expense and cost of products sold and 
operating expenses for the years ended 
December 31,1978 and 1977. 


•Included in the Company's results in the fourth quarter of 
1977 is a nonrecurring gain of $55.1 million, or $1.07 per 
fully diluted common share. (See Note 6.) Fourth quarter 
1977 results were adversely affected by a two-month 
International Longshoremen's Association strike. 
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13 


Subsequent Events 
On February 1, 1*979, the shareholders of 
Del IV onte Corporation approved an Agree¬ 
ment and Plan of Merger under which Del 
Monti s became a Wholly-owned subsidiary of 
the C Dmpany on February 2,1979. Under the 
terms of the mergeh approximately 45 percent 
of the Del Monte capital stock was acquired for 
cash 3f $48.50 per share, and the remainder of 


the D| 
a shat 


Cumulative Preferred Stock of the Company. 


Thep 


Monte capital stock was converted on 
e-for-share basis into a new Series A 


eferred stock is subject to mandatory 


redemption in an arhount equal to ap- 
proxinpately one-seVenth of the amount of 
such shares issued! in connection with the 
acquisition in each year commencing on 
March 1,1985. TheCompany has the non- 
cumulative option to double the amount 
redeemed pursuant to such mandatory 
redemption in any year. The total cost of the 
acquisition, which will be accounted for as a 
purchase, is estimated to be approximately 
$619 million. 1 



In a purchase transaction, generally 
accepted accounting principles require that 
assets acquired and liabilities assumed be 
recorded at fair values at the date of acquisi¬ 
tion. The unaudited pro forma combined 
results of operations shown in the following 
table, which assume that the acquisition had 
taken place on January 1,1977, are based 
upon estimated asset and liability values of Del 
Monte as of May 31,1978 (the date of Del 
Monte’s most recent fiscal year end). Accord¬ 
ingly, the pro forma combined results below 
are subject to revision based on changes in 
net book amounts between June 1,1978 and 
the effective date of the merger and to the 
determination of fair values after additional 
studies and appraisals are made. However, it is 
not expected that any changes would have a 
material effect on the pro forma combined 
results of operations included herein. 



1978 

1977 

Net sales and revenues. 

.$8,259.9 

$7,874.6 

Net earnings.. 

Net earnings per common share: 

. 475.7 

452.3 

Primary. 

9.12 

8.72 

Fully diluted.. 

8.67 

8.20 


On January 2,1979, the Company sold its 
aluminum casting and rolling business at 
Huntingdon, Tennessee. A before-tax gain of 
approximately $18 million, excluding LIFO 
inventory adjustments, was realized on the 
sale. The total gain on this sale will be included 
in 1979 results. Sales of the operations sold. 
were $33 million and $22 million for 1978 and 
1977, respectively, while earnings from 
operations for the respective periods were $1.5 
million and $0.3 million. 
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Report of Ernst & Ernst 
ndependent Auditors 


R.J.Reynoldls Industries, Inc. 
ts Directors and Stockholders 


We have examined the consolidated 
Ipalance sheets of R.J. Reynolds Industries, 

I nc. and subsidiaries as of December 31,1978 
and 1977, and the related consolidated 
statements of earnings and earnings retained 
and changes in financial position for the years 
then ended. Our examinations were made in 
accordance with generally accepted auditing 
standards anid, accordingly, included such 
tests of the accounting records and such other 
auditing procedures as we considered 
necessary in the circumstances. 

In our opinion, the financial statements 
i eferred to above present fairly the con- 
solidated financial position of R.J. Reynolds 
Industries, Inc. and subsidiaries at December 
01,1978 and 1977, and the consolidated 
results of their operations and the changes in 
t heir consolidated financial position for the 
years then ended, in conformity with generally 
accepted accounting principles applied on a 
consistent basis. 


A 




Winston-Salem, North Carolina 
February 15,11979 
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R.J.Reynolds Industries, Inc. 

Lines of Business Data 

(Dollars In Millions) 


__ 1978 1977 1976 1975 1974 

For the Years Ended December 31 


Capital Expenditures 

Domestic tobacco .. $ 45.8 $ 50.6 $ 59.2 $ 44.8 $ 30.1 

International tobacco. 22.4 18.1 23.6 28.3 20.1 

Transportation. 163.1 77.0 39.7 74.0 74.3 

Energy. 130.1 101.6 62.4 26.5 18.9 

Foods and beverages. 5.5 2.9 7.1 10.6 3.5 

Packaging products. 5.5 5.3 10.8 11.0 3.7 

Corporate..... 11.0 29.1 18.9 1.5 3.6 


Consolidated capital 

expenditures. $ 383.4 $ 284.6 $ 221.7 $ 196.7 $ 154.2 


At December 31 
Assets 

Domestic tobacco.. $1,312.2 $1,212.8 $1,228.4 $1,098.4 $1,069.1 

International tobacco. 670.4 615.7 582.0 548.9 415.7 

Transportation. 1,227.9 1,134.1 1,130.2 1,169.0 1,122.2 

Energy. 921.8 883.8 891.9 146.4 148.9 

Foods and beverages... 152.7 153.7 146.1 126.9 130.7 

Packaging products.. 79.8 93.1 90.7 78.7 74.8 

Corporate... 250.7 240.8 220.3 138.8 152.6 


Consolidated assets. $4,615.5 $4,334.0 $4,289.6 $3,307.1 $3,114.0 


Identifiable assets include both assets directly identified with the specific line of business 
and an allocable share of jointly used assets. All cash and security investments are 
included in corporate assets. 

Effective January 1,1978, operational responsibility for Puerto Rico and related areas was 
transferred from domestic to international tobacco management. Prior years’ amounts 
have been restated to reflect this change. 

Management’s Discussion and Analysis, which starts on page 29 of this report, includes a 
description of the various lines of business. 
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R.J.Reynolds Industries, Inc. 

Lines of Business Data 

(Dollars In Millions) 



1978 

1977 

1976 

1975 

1974 

For the Years Ended December 31 






Net Sales and Revenues 






Domestic tobacco. 

$2,944.4 

$2,759.0 

$2,565.8 

$2,361.1 

$2,090.1 

International tobacco. 

1,556.0 

1,358.4 

1,205.3 

960.3 

805.7 

Transportation. 

1,016.6 

872.8 

862.2 

768.1 

854.8 

Energy... 

703.4 

978.9 

741.8 

440.4 

461.2 

Foods and beverages. 

281.0 

268.7 

264.5 

217.1 

198.3 

Packaging products 






-outside.. 

121.5 

125.6 

114.4 

90.6 

90.8 

- intersegment. 

74,2 

66.5 

61.5 

54.4 

45.0 

Other (principally 






intersegment eliminations) .. 

(75.0) 

(66.8) 

(61.9) 

(54.4) 

(45.0) 

Consolidated net sales 






and revenues . . 

$6,622.1 

$6,363.1 

$5,753.6 

$4,837.6 

$4,500.9 

Earnings from Operations 






Domestic tobacco. 

$ 651.4 

$ 605.8 

$ 549.2 

$ 500.2 

$ 393.4 

International tobacco. 

121.0 

94.5 

60.5 

41.1 

30.7 

Transportation . 

118.7 

88.9 

123.2 

93.6 

145.0 

Energy. 

17.2 

14.6 

36.2 

64.1 

86.3 

Foods and beverages. 

18.5 

22.0 

20.5 

21.0 

7.8 

Packaging products.. 

18.6 

17.4 

13.8 

10.0 

8.1 

Other (principally 






corporate expense). 

(38.8) 

(29.2) 

(23.8) 

(18.8) 

(13.5) 

Consolidated earnings 






from operations. . 

$ 906.6 

$ 814.0 

$ 779.6 

$ 711.2 

$ 657.8 


In the table above, sales and revenues by line of business include both sales and revenues 
to unaffiliated customers and intersegment sales, which are accounted for at prices 
comparable to normal, unaffiliated-customer sales. Earnings from operations by line of 
business are earnings before interest and debt expense, other income and expense 
(mainly items of a financial nature), foreign currency gains (losses), general corporate 
expenses, nonrecurring gains (losses) and the provision for income taxes. 
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R.J.Reynolds Industries, Inc. 

Lines of Business Data 

(Dollars In Millions) 



1978 

1977 

1976 

1975 

1974 

For the Years Ended December 31 
Depreciation, Depletion and 
Amortization Expense 






Domestic tobacco . 

$ 36.4 

$ 32.1 

$ 27.3 

$ 19.5 

$ 16.1 

International tobacco. 

16.5 

21.3 

14.4 

17.1 

10.9 

Transportation. 

89.5 

83.9 

80.9 

75.2 

68.4 

Energy... 

71.1 

75.9 

44.7 

13.6 

16.3 

Foods and beverages.. . 

3.5 

3.7 

3.6 

2.8 

2.1 

Packaging products .. 

4.1 

4.4 

3.7 

2.7 

2.4 

Corporate. 

4.9 

1.9 

0.6 

0.9 

0.7 

Consolidated depreciation, 






depletion and 

amortization expense. 

$226.0 

$223.2 

$175.2 

$131.8 

$116.9 


$215.4 
24.9 
161.4 
63.5 
6.8 
6.5 
(7.3) 

Consolidated cash flow 

from operations... $759.1 $722.1 $552.3 $488.2 $471.2 

Cash flow (working capital) from operations by line of business consists of after-tax 
earnings from operations adjusted for depreciation, depletion and amortization, deferred 
income taxes, investment tax credits and the net change in “Other noncurrent liabilities'' 
identified with each line of business. All items which cannot be identified with a specific 
line of business (principally corporate expense and items of a financial nature) are 
included in corporate cash flow from operations. 

Included in corporate cash flow from operations for 1977 is a $55.1 million nonrecurring 
gain relating to the nationalization of the Company's petroleum operations by the 
government of Kuwait. (See Note 6.) 


Cash Flow from Operations 


Domestic tobacco. $370.5 $338.6 $289.9 $281.3 

International tobacco. 85.1 77.1 50.7 25.7 

Transportation. 166.1 148.8 164.9 156.7 

Energy.. 135.6 117.4 89.6 47.1 

Foods and beverages . 11.9 14.4 13.7 13.3 

Packaging products . 14.1 14.1 12.3 7.7 

Corporate .. (24.2) 11.7 (68.8) (43.6) 
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R.J.Reynolds Industries, Inc. 

Geographic Data 

(Dollars In Millions) 



1978 

1977 

1976 

1975 

1974 

For the Years Ended December 31 

Net Sales and Revenues 

United States (1). 

$4,261.9 

$4,031.4 

$3,477.3 

$2,884.2 

$2,542.8 

International transportation (2) 

1,016.6 

872.8 

862.2 

768.1 

854.8 

Canada... 

305.2 

335.2 

326.8 

305.1 

284.2 

Europe. 

651.6 

506.7 

411.6 

364.8 

339.2 

Other geographic areas. 

386.8 

617.0 

675.7 

515.4 

479.9 

Consolidated net sales 

and revenues. 

$6,622.1 

$6,363.1 

$5,753.6 

$4,837.6 

$4,500.9 

Earnings from Operations 

United States. 

$ 795.5 

$ 733.3 

$ 636.9 

$ 558.4 

$ 427.1 

International transportation (2) 

118.7 

88.9 

123.2 

93.6 

145.0 

Canada . 

12.2 

16.2 

16.7 

15.3 

8.3 

Europe. 

20.9 

13.4 

5.2 

(0.5) 

2.7 

Other geographic areas. 

(1.9) 

(8.6) 

20.9 

63.2 

88.2 

Other (principally 

corporate expense). 

(38.8) 

(29.2) 

(23.3) 

(18.8) 

(13.5) 

Consolidated earnings 

from operations. . 

$ 906.6 

$ 814.0 

$ 779.6 

$ 711.2 

$ 657.8 

At December 31 

Assets 

United States... 

$2,574.6 

$2,449.1 

$2,371.8 

$1,490.0 

$1,423.2 

International transportation (2) 

1,227.9 

1,134.1 

1,130.2 

1,169.0 

1,122.2 

Canada —.. 

163.8 

171.7 

176.3 

156.7 

147.5 

Europe. 

286.3 

221.4 

194.4 

144.4 

121.6 

Other geographic areas. 

112.1 

116.9 

196.6 

208.2 

146.9 

Corporate. 

250.8 

240.8 

220.3 

138.8 

152.6 

Consolidated assets. 

$4,615.5 

$4,334.0 

$4,289.6 

$3,307.1 

$3,114.0 

Liabilities of the Company’s 
operations located In 

foreign countries. 

$ 325.0 

$ 313.7 

$ 380.2 

$ 337.5 

$ 373.6 


Sales and revenues In the above table include only sales to unaffiliated customers (intercompany transfers 
between geographic areas are immaterial), and generally are shown geographically based on the location of the 
operating company malting the sale. Identifiable assets are those assets of the Company that are identified with 
the sales attributed to each geographic area. All cash and security investments are included in corporate assets. 
(1) Included in United States sales and revenues are export sales of $316 million in 1978, $271 million in 1977, 
$221 million in 1976, $159 million in 1975 and $122 million in 1974. Substantially all of these amounts 
represent the sale of tobacco products to markets in the Middle East and Far East. 


(2) Because of the nature of international trade, transportation assets, sales and earnings from operations have 
not been allocated to the various geographic areas. All of the Company’s owned vessels are U.S.-flag ships. 
Transportation revenues classified geographically based on port-of-origin were as follows: 



1978 

1977 

1976 

1975 


1974 

United States.. 

.... $ 464.5 

$ 421.1 

$ 469.5 

$ 421.9 

$ 

470.9 

Canada . 

22.0 

17.1 

10.7 

10.7 


10.3 

Europe. 

236.5 

186.3 

155.8 

148.8 


161.1 

Other geographic areas ..... 

293.6 

248.3 

226.2 

186.7 


212.5 


$1,016.6 

$ 872.8 

$ 862.2 

$ 768.1 

_$ 

854.8 
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R.J.Reynolds Industries, Inc. 

Selected Five-Year Statistics 

For the Years Ended December 31 (Dollars In Millior s 

197 

Except Per Shake Statistics) 

3 1977 ! 1976 1975 1974 

Total current assets. $2,1< 1 

Total current liabilities. 80 

}.9 $2,020.5 $2,009.0 $1,697.4 $1,559.0 

2.5 840.0 980.3 714.4 737.1 

Working capital.. $1,30 

3.4 $1,179.0 $1,028.7 $ 983.0 $ 821.9 

Current assets/ 

current liabilities.. 

2.7 2.4 2.0 2.4 2.1 

Net property, 

plant and equipment. $2,1C 

Total assets. 4,61 

Return on average 

total assets (1). 10 

2.0 $1,997.0 $1,958.2 $1,264.6 $1,188.4 

5.5 4,334.01 4,289.6 3,307.1 3,114.0 

7% 10.8% l 10.2% 11.4% 11.5% 

Long-term debt (including 

current maturities). $ 8C 

Stockholders'equity. 2,65 

5.2 $ 842.7 $ 974.8 $ 489.9 $ 545.8 
7.9 2,391.7! 2,110.9 1,898.4 1,659.8 

Total capital.... $3,46 

Return on average 

total capital (2). 14. 

Total long-term debt as a 
percentage of total capital. 23. 

3.1 $3,234.4! $3,085.7 $2,388.3 $2,205.6 

3% 14.7%> 14.2% 15.9% 15.3% 

3% 26.1%' 31.6% 20.5% 24.7% 

Dividends on Common and 

Preferred Stocks. $ 17 

Dividends per common share_ 3.! 

Dividend payout percentage (3).. 39. 

Common Stock price range: 

High. 6 

Low. 5 

3.3 $ 166.7 1 $ 153.9 $ 142.9 $ 131.0 

175 3.335! 3.13 2.93 2.73 

7% 38.3%' 41.9% 40.2% 41.0% 

5 70% 1 68% 61% 53% 

2V« 58 1 55 49% 37V* 

Net earnings as a percentage 
of net sales and revenues. 6. 

r% 6.7% 6.1% 7.0% 6.6% 

Return on average common 

stockholders’equity. 17. 

Book value per common share ... $ 54 

»% 18.8% 17.5% 19.0% 18.7% 

12 $ 48.97 $ 44.55 $ 40.65 $ 37.40 

Number of stockholders 

at year-end. Ill, 

Number of employees at 
year-end. 37, 

580 113,8271 117,421 121,398 125,176 

346 36,705! 37,296 34,666 32,454 

(1) Net earnings plus after-tax interest and 

(2) Net earnings plus after-tax interest an 
(Total capital is the sum of stockholder 

(3) Total dividends on Common Stock 
Common Stock. 

debt expense d ivided by average total assets. 

(1 debt expense divided by average total capital, 
j ’ equity and tdtal long-term debt.) 
n a percentage of net earnings applicable to 
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Government 

Regulation 


In September, R.J. Reynolds In¬ 
dustries initiated a study designed to 
put a price tag on the cost of govern¬ 
ment regulation to the corporation. 

The survey was based on 1977 data 
in all six of RJR's operating companies. 
It identified costs which were directly 
attributable to compliance with regula¬ 
tions issued by public agencies and 
bureaus, the majority of which were 
federal government agencies. 

These expenditures were broken 
down into four general categories: 
operating and administrative costs, 
direct product costs, capital costs and 
research and development outlays. 
Whenever an expenditure related to 
compliance could not be precisely 
quantified, a conservative estimate 
was used. 

The study covered more than 40 
federal agencies and departments 
which issue and implement regulations 
affecting Reynolds Industries. Among 
other discoveries, the survey revealed 
that one corporate department, ac¬ 
counting, filed nearly 500 forms and 
reports with the federal government 
during 1977 — more than two for each 
day the company opened its doors 
during the year. 

The impact study did not include 
excise, income, payroll or property 
taxes paid by Reynolds Industries, nor 
did it cover the costs of serving, in 
effect, as a collection agency for taxes 
payable by RJR employees. Tax 
assessments — principally excise 
taxes on tobacco products — 
amounted to nearly $2 billion in 1977. 
These levies help supply operating 
funds for regulatory agencies. 
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Government paperwork continued to pile 
up at RJR during 1978, even as a study 
showed that in the previous year, com¬ 
pliance with regulations cost the corpora¬ 
tion the equivalent of about 20 cents per 
share 
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Increasing compliance burdens cost 
RJR at least 20 cents per share in 1977 


A study of the impact of government 
regulation on R.J. Reynolds Industries, 
Inc. revealed that earnings per share in 
1977 could have been approximately 20 
cents higher than the $8.20 reported 
had it not been for the costs of com¬ 
pliance. 

The survey showed that total com¬ 
pliance costs — including operating 
and administrative costs, direct product 
costs, capital costs and research and 
development outlays — amounted to 
$28.9 million. 

The figure may even be higher. The 
corporate accounting department, 
which conducted the survey, used the 
most conservative estimates for deter¬ 
mining the cost of regulation whenever 
expenditures could not be precisely 
identified. Activities, the cost of which 
may be heavily influenced by regulation, 
but which are carried out primarily for 
operating reasons, were totally ex¬ 
cluded from the results. 

The'(977 regulatory compliance 
costs included expenditures for capital 
equipment, which will affect earnings 
over a number of years as these assets 
depreciate. 

By far the largest expense incurred 
for regulatory compliance during 1977 
was employee cost. The corporation’s 
staff spent in excess of 646,000 man¬ 
hours preparing reports and filing forms 
directly related to government regula¬ 
tion. Along with related operating and 
administrative expenses, these per¬ 


sonnel costs accounted for $18.9 
million of the $28.9 million total cost of 
compliance. 

Capital expenditures, for portions of 
projects or for individual fixed assets 
required to comply with a regulation, 
constituted the bulk of the costs of 
regulation remaining after staff time. 
These outlays amounted to $10 million 
in 1977. 

The fact that staff time costs were 
nearly double the amount of capital 
costs tended to confirm the cor¬ 
poration’s belief that most of the 
regulatory burden on business is filling 
out forms and filing reports. These 
costs, which increase prices charged to 
consumers for goods and services, 
constitute an important factor in the 
inflationary impact of government 
regulation. 

By overburdening producers with 
paperwork, regulation has the effect of 
stifling both economic and psycho¬ 
logical incentive. When this happens, 
the economy is deprived of the en¬ 
trepreneurial spirit needed to develop 
new technology, embark on new ven¬ 
tures and create new jobs. 

The company feels that the United 
States can scarcely afford to lose this 
spirit at a time when productivity, 
innovation and new investment are at 
dangerously low levels. It is precisely 
these three keys to economic growth 
that, many observers feel, are most 
dramatically discouraged by 
overzealous regulation. 
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Board of Directors 


JOSEPH F.ABELY, JR. 

Executive Vice President 
and Chief Financial Officer 
RJ. Reynolds Industries, Inc 
Executive Committee 
Finance Committee (Chairman) 

WILLIAM S. ANDERSON 
Chairman of the Board 
NCR Corporation 
Compensation Committee 
Finance Committee 
Nominating Committee 

C.F.BENBOW 

Senior Vice President and Secretary 
R.J Reynolds Industries, Inc. 

ALBERT L. BUTLER, JR. 

President 

The Arista Company 
Compensation Committee 
Finance Committee 
Nominating Committee 

HERSCHEL H.CUDD 
Retired Senior Vice President 
Standard Oil Company (Indiana) 

Audit Committee 
Compensation Committee 

GORDON GRAY 
Chairman of the Board 
Summit Communications, Inc. 

Audit Committee 

Compensation Committee (Chairman) 

RONALD H. GRIERSON 
Director 

The General Electric Company Ltd. 
(England) 

Finance Committee 

WM.D. HOBBS 
Chairman of the Board 
and Chief Executive Officer 
R.J Reynolds Tobacco Company 
Executive Committee 

RICHARD G. LANDIS* 

Chairman, President 
and Chief Executive Officer 
Del Monte Corporation 

'Elected February 15,1979 


JOHN D. MACOMBER 
President and Chief Executive Officer 
Celanese Corporation 
Finance Committee 
Nominating Committee (Chairman) 

MICHAEL R.McEVOY 
Executive Vice President 
R J. Reynolds Industries, Inc 

C.F. MYERS, JR. 

Retired Chairman of the Board 
Burlington Industries, Inc. 

Audit Committee (Chairman) 
Finance Committee 

JAMES R. PETERSON 
Executive Vice President 
R J Reynolds Industries, Inc. 
Executive Committee 

H. C. ROEMER 

Vice President and General Counsel 
RJ Reynolds Industries, Inc 
Executive Committee 

J PAULSTICHT 
President and Chief Executive Officer 
R J. Reynolds Industries, Inc 
Executive Committee 
Finance Committee 
Nominating Committee 

COLIN STOKES 
Chairman of the Board 
R.J Reynolds Industries, Inc 
Executive Committee (Chairman) 
Finance Committee 

J. DWAYNE TAYLOR 
Executive Vice President 
R J. Reynolds Industries, Inc. 

J.TYLEE WILSON 
Executive Vice President 
R J. Reynolds Industries, Inc 
Executive Committee 

MARGARETS. WILSON 
Chairman of the Board 
and Chief Executive Officer 
Scarbroughs Stores, Inc 
Audit Committee 
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Officers 


J. PAULSTICHT 

President and Chief Executive Officer 

COLIN STOKES 
Chairman of the Board 

JOSEPH F. ABELY, JR. 

Executive Vice President 
and Chief Financial Officer 

MICHAEL R.McEVOY 
Executive Vice President 

JAMES R. PETERSON 
Executive Vice President 

J. DWAYNE TAYLOR 
Executive Vice President 

J.TYLEE WILSON 
Executive Vice President 

C. F. BENBOW 

Senior Vice President and Secretary 

RODNEY E. AUSTIN 
Vice President 

DENNIS DURDEN 
Vice President 

E. C. RITCHELL 
Vice President 

H.C ROEMER 

Vice President and General Counsel 

RONALD SUSTANA 
Vice President 

R D. THOMPSON - . 

Vice President 

J.W.DOWDLE 

Treasurer 

J. A. HAGAN 
Comptroller 
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Operating 

Company 

Management 

R.J. Reynolds Tobacco Company 

WM. D. HOBBS 

Chairman of the Board 

and Chief Executive Officer 

MORGAN V. HUNTER 

President and Chief Operating Officer 

R.J. Reynolds 
Tobacco International, Inc. 
EDWARD A HORRIGAN, JR. 
Chairman of the Board 
and Chief Executive Officer 
G DEE SMITH 

President and Chief Operating Officer 

Sea-Land Service, Inc. 

CHARLES I. HILTZHEIMER 
Chairman of the Board 
and Chief Executive Officer 
HENRY L. GILBERTSON 
President and Chief Operating Officer 

Aminoil USA, Inc. 

GEORGE E. TRIMBLE 
President and Chief Executive Officer 

RJR Foods, Inc. 

ROBERT L.REMKE 

Chairman of the Board 

and Chief Executive Officer 

ROBERT D. KROLL 

President and Chief Operating Officer 

RJR Archer, Inc. 

CARROLL G TOMPSON 
President and Chief Executive Officer 


Directors Emeriti 


S. A. ANGOTTI 
Retired Senior Vice President 
R J Reynolds Industries. Inc 

LEIGHTON H. COLEMAN 
Former Partner 
Davis Polk & Wardwell 

A. H. GALLOWAY 

Retired Chairman 

R.J Reynolds Industries, Inc. 

WILLIAM R. LYBROOK 
Retired Senior Vice President 
and Secretary 
R J Reynolds Industries, Inc. 

H.H.RAMM 
Retired Chairman of the 
Executive Committee 
and Senior Vice President 
R J.Reynolds Industries, Inc 

J.H. SHERRILL 
Retired Vice Presid. ! 

R.J Reynolds Tobacco Company 

R. G. VALLANDINGHAM 
Retired Superintendent of Leaf Buying 
R J Reynolds Tobacco Company 


International 

Advisory 

Board 

J. PAUL STICHT 

President and Chief Executive Officer 

RJ Reynolds Industries, Inc 

COLIN STOKES 
Chairman of the Board 
R J Reynolds Industries, Inc 


CARLO BOMBIERI 
Retired Managing Director 
Banca Commerciale Italiana 
Italy 

ARCHIE K. DAVIS 
Retired Chairman 

Wachovia Bank & Trust Company, N.A 
Former President 
American Bankers Association 
United Stales 


CHUJIROFUJINO 

Chairman 

Mitsubishi Corporation 
Japan 

RONALD H. GRIERSON 
Director 

The General Electric Company Ltd. 
Great Britain 

WALTER L. LINGLE, JR. 

Former Executive Vice President 
The Procter & Gamble Company 
United States 

ERLING S. LORENTZEN 
President 

Aracruz Celulose S A. 

President 
Lorentzen Group 
Brazil 

DONALD S.McGIVERIN 
President 

Hudson's Bay Company 
Canada 

F.O. J. SICKINGHE 
Chairman, Board of Management 
Veremgde Machinefabrieken N.V. 
Holland 

CHAS. B WADE, JR. 

Secretary 


HERMANN JOSEFABS 
Chairman, Supervisory Board 
Deutsche Bank A.G. 
Germany 
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Shareholder 

Information 


Transfer Agents and Registrars 
MANUFACTURERS HANOVER 
TRUST COMPANY 
Corporate Trust Division 
4 New York Plaza 
New York, New York 10015 

THE FIRST JERSEY NATIONAL BANK 

2 Montgomery Street 

Jersey City, New Jersey 07303 

Conversion Agent, $2.25 Convertible 

Preferred Stock 

MANUFACTURERS HANOVER 

TRUST COMPANY 

Corporate Trust Division 

4 New York Plaza 

New York, New York 10015 

Exchange Agent, Del Monte 
Capital Stock 

THE FIRST JERSEY NATIONAL BANK 

2 Montgomery Street 

Jersey City, New Jersey 07303 

Dividend Reinvestment Plan 
Information 

R. J. Reynolds Industries, Inc. 
Shareholder Services Department 
P. O. Box 2959 

Winston-Salem, North Carolina 27102 


Shareholder Inquiries 
Communications concerning transfer re¬ 
quirements and lost certificates should be 
directed to either Transfer Agent. Com¬ 
munications concerning dividends and change 
of address should be directed to R.J. Reynolds 
Industries, Inc., Shareholder Services Depart¬ 
ment, Box 2959, Winston-Salem, North 
Carolina 27102. 

Common and Preferred Shares 
Listed on the New York Stock Exchange 
(Trading symbol: RJR) 

Corporate Headquarters 
RJR World Headquarters 
Reynolds Boulevard 
Winston-Salem, North Carolina 27102 
T elephone: (919) 748-4000 

Notice of Annual Meeting 
The Annual Meeting of the Company's 
shareholders will be held in the Sheraton 
Center, 555 South McDowell Street, Charlotte, 
North Carolina, at 2 p.m. on Wednesday, April 
25,1979. A formal notice of the Annual 
Meeting, together with Proxy Statement and 
Proxy, will be mailed in March to shareholders 
of record at the close of business February 27, 
1979. 

Availability of Form 10-K 
On or after March 31,1979, a copy of the 
Company’s Annual Report to the Securities 
and Exchange Commission on Form 10-K for 
the year ended December 31,1978, will be 
provided to shareholders upon written request 
to the Secretary, R.J. Reynolds Industries, Inc., 
Winston-Salem, North Carolina 27102. 
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Reynolds 
TjcjJo Company 

' '.DQUARTE^S- - 
.. "iton-Salom. N C 
JUFACTURING. 

. stoh-Salem, N C. , 

■ F PROCESSING- , 
gs County, N G. 

1 - '.c County, N.C. 
ngton.Ky. 



RJ.'Reynolds'^hdiistries, Inc. , 

Manufacturing Locations and Principal-Business Offices 


R.J.Reynolds . 
Tobacco International' 

headquarters 

Winston-Salem, N.C 
AR£a OFFICES . . . 
Geneva; Switzerland 
Toronto, Canada 
Rio de'Janeiro, Brazil 
Hong Kong, ■ 

San Juan, Puerto Rico 
MANUFACTURING 
Gormany;(2) ■ 
Switzerland • 

Canary Islands. Spain 

Canada 

Brazil (2) 

Ecuador. ■ - j 
West Malaysia 
Puerto Rico 
Curacao, N A '' 

-LICENSING ' : 

AGREEMENTS, 
Austria 
Bulgaria 
East Germany 
Finland ■ ' 

Greece 
Iran 
Mexico 
New Zealand 
Philippines 
Peru 
Spain* 

Yugoslavia 


1 y 




Sea-Land Service 

HEADQUARTERS 
Menlo Park; NJ 
US TERMINAL. 
OFFICES: 

East Coast ‘ ' 

. Boston 
New York . 

■' Elizabeth, N J 1 
Baltimore 
; Portsmouth, Va'. 
Wilmington.N C. — 
Charleston. SC" 
Jacksonville, Fla', . 
PorLEverglades, Fla._ 
Gulf Coast',' 

‘. Npw Orleans 
■ Houston 
West Coast 
Anchorage 
Seattle 

Long Beach, Calif . 
{Oakland, Calif - 
MAJOR TRADE • 
AREAS 

Canada - " 

■Continental U S 
Alaska 

Puerto Rico/Caribboan 
Central America 
Far East' 

Hong Kong 
Japan , 

Korea ’ « 

T aiw'an 
" Thailand 
Philippines 
Singapore 
Europe 
, Belgium 
Denmark 
Norway 
France 
Germany 
Greece 
Italy " 

Portugal 
The'Nethoflands 
- Spain 
Sweden 

United Kingdom 
Middle East, 

' Iran’ 

Saudi Arabia 
•. United'Arab Emirates 
Oman 
-Near East 
India 



wm- ..’J • 

M-vm 

t -— 

.. l-r 

-,'t ... ■ 


HEADQUARTERS.*;. 

Houston' 

EXPLORATION 

OFFICES' 

Houston ■' 

Denver 

Huntington Beach, 

. Calif. ■ 

Midland, Tekas 

PRODUCTION ' 
OFFICES. 

Houston 
New Orleans 
Lalayette, La, 
Huntington l-Teach, 
Calif, 

Bakersfield. Calif 
Santa Rosa, Calif 
Midland, Texas 

MARKETING 
OFFICES AND ■ 
TERMINALS' 
Houston, 

New York 
London 
.Tokyo 

Long Beach, Calif. ’ 
Stockton, Calif. 
Sacramento, Calif 
Vancouver, Wash. 

NATURAL GAS 
PROCESSING- 
Huntington Beach, 
Calif. 

Maricopa, Calif 
Inglewood, Calif. 
Aline, Okla 
Fox, Okla! 

Lucien, Okla 
Birthright, Texas.. 
Tioga, N D 

LPG SALES 
Minneapolis 
Tulsa, Okla 

INTERNATIONAL 

PRODUCTION 

Dutch North Sea 

Argentina 

Iran 


t 



HEADQUARTERS 
.Winston-Salem, N C, 

MANUFACTURING 

Atlanta 

San Antonio, Texas 
Fullerton, Calif. , 
Pinckneyville. Ill 
Maiji.Hawan - 
Plymouth. Ind 
Cambridge, Md..' . 
Dayton, N J 
Lockport, N.Y 
Jackson, Ohio 

ZONE SALES 
OFFICES.- 
Atlanta - " 

Dallas 

White Plains, N Y 
Rolling Meadows. Ill, 
Southfield, Mich 
Fullerton, Calif , 

RJR FOODSt LTD.. 
(Canada) 

General Ollices 1 
Montreal 

Manufacturing■ . 
Toronto 

St There.se, Que 
Windsor, Ont 





■ 4 

■ ■„ . 


■HEADQUARTERS „ 
Winston-Salem, y C 

MANUFACTURING 
Winston-Salem, N C 
Aurora, Ohio 
^’odgefield, England 

SALES AND 
MARKETING- „ 
OFFICES- 
Packaging Division- 
Minneapolis' 
Winston'-Salem, N.C 
Englewood, N J 
Rolling Meadows, III. 
Plainwell, Mich * 
Nashviljo, Tonn 
Midlothian, Va 

Fi/mco Division 
Aurora, Ohi(J 
Englewood, N J 
Scdgefield, England 

Metals Section 
Chicago 

Winston-Salem, N C 
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